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IN agriculture. Weather conditions, especially the rains, even 
now put agriculture out of gear and this, in turn, affects the 
Performance of other sectors as well. 


3. Acceleration in growth rate in recent period. 
The compound rate of increase in the national income in 
India during the first thirty years of economic planning was 
just 3.5 per cent per annum. It picked up to 5.9 per cent per 
annum over the period 1980-81 to 2011-12. The government 
very much publicised this performance. However, even this 
rate of growth was modest by any standards. Moreover, 
according to some economists like R. Nagaraj, this better 
Tate of growth was partly due to overestimation of growth 
in certain sectors of the economy. Some economists also 
pointed out that rapid income growth remained confined in 
a few regions which implies that most of the States continued 
to record extremely low growth rates. 


However, in the above context, it needs to be pointed 
out that growth rates of national income (NNP at factor 
cost) have improved over recent decades — from 4.7 per 
cent per annum in 1980s (1980-81 to 1989-90) to 5.3 per 
cent per annum in 1990s (1990-91 to 1999-2000) and further 
to 6.8 per cent per annum over the twelve year period 2000- 
01 to 2011-12. In fact, Indian economy has performed 
considerably well in the last 3-4 years with GDP at constant 
(2011-12) prices increasing at a rate of 8.2 per cent in 2016- 
17, 7.2 per cent in 2017-18 and 6.8 per cent in 2018-19. As 
stated earlier, India has emerged as the fastest growing 
major economy in the world in some of the recent years. 


4. Post-1991 reform growth less fragile. Three major 
studies on growth rate of the Indian economy focussing 
mostly on the post-reform decade of 1990s and published in 
the early months of 2004 explored the supposed change of 
trajectory in the long-term growth rate of the Indian economy 
in the context of ‘post-reform’ period. Arvind Virmani in his 
study “India’s Economic Growth”,° Arvind Panagariya in his 
IMF Working Paper “India in the 1980s and 1990s: A Triumph 
of Reforms”’ and Rodrik Dani and Arvind Subramanian in 
the their NBER working paper “From Hindu Growth to 
Productivity Surge: The Mystery of the Indian Growth 
Transition,” argued that the rate of growth during the 1990s 
was higher than the rate of growth during the 1980s. They all 
noted that the growth rate had accelerated during the 1980s. 
Going strictly by the numbers, growth rate average during 
the post-reform decade of 1990s over the pre-reform decade 
of 1980s was found to be higher, though none of these 
studies claimed that there was a significant improvement 
during the 1990s. | | 

The three studies attributed acceleration E Ber 

during the 1980s to different factors. According to 
rke at study, liberalisation played a significant role 
even during the 1980s. Rodrik and Subramanian assert that 








reforms in the 1980s were not pro-liberalisation but pro- 
business. Thus, they served to boost profits of existing 
business. According to Virmani, incremental rather than 
revolutionary individual reforms were introduced by the 
government during the 1980s. Thus, there was acceleration 
in the growth rate. At the same time, growth was fragile and 
the economy was led to economic crisis in 1990-91. Both 
Panagariya and Virmani’s studies conclude that post- 
1991 reform growth is less fragile. Panagariya’s study 
indicates that “the variance of growth rates during the 1980s 
is statistically significantly higher than that in the 19905” 
Virmani also found that the coefficient of variation in GDP 
growth rate fell to 20 per cent during the 1990s from 50 per 
cent during the 1980s. 


es 


PER CAPITA NATIONAL INCOME 

—_— 

From the time India switched over to economic 
planning, the net national product has continued to grow, 
despite erratic growth in agricultural production and shortfalls 
in the industrial output. There is no doubt that this is an 
encouraging development in an economy which had suffered 
long spells of stagnation under the British. However, 
assessment of the performance of an economy can more 
accurately be made by examining the trends in per capita 
national income which is the same thing as per capita net 
national product at factor cost. 


Trends in Per Capita National Income 


India’s per capita net national income at constant 
prices was { 7,513 in 1950-51 and this rose to 7 41,255 in 
2011-12 (2004-05 series). According to the new series 
with base year 2011-12, India’s per capita income was 
{ 63,462 in 2011-12 and this rose to F 92,565 in 2018-19. 
As far as the rate of growth of per capita income is 
concerned, it was 2.7 per cent per annum during the First 
Plan and 2.1 per cent per annum during the Second Plan. 
However, it was merely 1.0 per cent per annum in the 
Third Plan and almost negligible in the Fourth Plan. It 
picked up somewhat in later plans but remained unsteady 
and erratic. There were years of spurts in per capita net 
national income, but there were also some years in which 
it either declined or remained constant. Further, years of 
spurts in per capita net national income were the same in 
which agricultural production had increased significantly, 
and the periods in which per capita net national income 
had either declined or fluctuated around the level achieved 
in the preceding year were not different from those marked 
by bad weather resulting in crop failures. Such a pattern of 
economic growth brings credit neither to the society, nor 
to the planning system followed by the government in this 
country. However, the post-reform period (the period since 
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1991) has witnessed fairly high rates of growth. In particular 
per capita net national income rose by as high a 5.9 per 
cent per annum in the Tenth Plan and 6.0 per cont per 
annum in the Eleventh Plan. The rate of on of per 


capita net national income in the Twelfth Plan was 5.3 per 
cent per annum. l 


An International Comparison 


An international comparison of growth rate is an 
extremely difficult and hazardous exercise. It has to be 
undertaken with full knowledge of the concepts and methods 
used in the estimation of different aggregates in every nation. 
For attempting an international comparison, the common 
practice is to convert the national income statistics of the 
different countries expressed in their national currencies 
into some common currency at the prevailing exchange 
rate. But in recent years this method has been subjected to 
some criticism. This, however, does not mean that 
international comparison is wholly futile and need not be 
attempted. Keeping these limitations in mind, it is possible 
to hazard international comparison only to draw some broad 
conclusions. The level of per capita net national product (or 
= gross national product) gives a general indication of the 
historical achievement of an economy up to a particular 
year while the rate of increase in per capita net national 
product (or gross national product) indicates the speed at 
_ which the economy has grown over a certain period. 


ee: Table 1.1 in Chapter 1 shows the gross national product 
E: (GNP) per capita and PPP estimates of GNP per capita of 
= Some selected developed and underdeveloped countries in 
= 2016. 

E Taking cognizance of the non-comparability of figures 
A of per capita incomes of different countries, it is not desirable 
© to read too much into them. Zt can, however, be safely 
concluded that the PPP per capita income of developed 
“economies is more than 10 times the PPP per capita 
income of India. Even among the underdeveloped countries, 
In ia’s position is not enviable. These facts clearly suggest 
‘that India in future cannot afford to remain complacent in its 
growth efforts. Even to acquire a comparatively respectable 
Position among the underdeveloped countries, it has no 
Moice but to speed up its pace of growth. 

_ The developed economies in the recent past have 
istered only modest rates of growth. Among the developed 
Muntries not even Japan has recorded a higher rate of 
Nerease in per capita income than that in India. Yet because 
Mf the extraordinarily high levels of per capita income in 
developed countries, the gap between these countries and 
Midia’s level of development is widening with the passage 
'time and this country has to grow faster even to maintain 
*Telative position. 


















en o S 
SERVICES LED GROWTH 


In 1950-51 agriculture and allied activities was the 
dominant sector and it accounted for 53.1 per cent of the 
GDP. The share of industry (includes mining and quarrying, 
manufacturing, construction, and electricity, gas and water 
supply) was only 16.6 per cent while the share of services 
(also known as the tertiary sector) was around 30 per cent. 
With the start of the planning process, the importance of 
industry and services increased while that of agriculture 
declined. By 1980-81, the services sector with a share of 
38.0 per cent had overtaken the agricultural sector (whose 
share was 36.1 per cent). In this year, the share of industry 
in GDP was 25.9 per cent. After this, there was a clear and 
significant compositional shift in favour of services. 
In 2013-14, the share of services in GDP was as high as 
59.9 per cent while the share of agriculture and allied 
activities slipped to only 13.9 per cent (the share of industry 
being 26.2 per cent). According to the new series with 
base year 2011-12, the share of services in GVA was 53.2 
per cent in 2016-17 and 54 per cent in 2017-18. In fact, the 
economic growth in the last few years has been propelled by 
services. Even in Ninth Plan when there was a slowdown in 
overall economic growth, services continued to grow fast. 
This is clear from the fact that whereas agriculture in this 
Plan grew by only 2.5 per cent per annum and industry by 
4.3 per cent per annum, services grew at a rate of 7.9 per cent 
per annum? Moreover, expansion of services accelerated 
further in the years after 2002-03, propelled by high rates 
of growth in communications (especially telecom), business 
services (especially information technology) and finance.'° 
The exceptionally rapid growth in India’s services sector 
and its contribution to overall economic growth since 199] 
would be clear from Table 14.1. 


As is clear from Table 14.1, in the five years between 
1991-92 and 1996-97, services contributed just about 
half of total growth in GDP. In the subsequent five years 
1996-97 to 2001-02, the contribution of services to growth 
increased significantly to 68.3 per cent, and remained at a 
high 60.4 per cent over the next six years following 2001- 
02. During 2008-09 to 2013-14, the contribution of services 
to GDP growth was as high as 69.8 per cent. According to 
the new series with base year 2011-12, the contribution of 
services to GVA growth over the seven year period 2011-12 
to 2017-18 was as high as 64.5 per cent (i.e., a little less 
than two-thirds). As noted by Acharya, “these shares would 
be even higher if the construction sub-sector were included 


under services instead of industry”.!! 
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Table 14.1 


Sectoral Composition of Growth 


Share in GDP (°%) 








1950-51 1980-81 2013-14 2016-17 2017-18 

(Base year 2004-05) (Base year 2011-12) 
Agriculture i 36.1 13.9 15.3 14.8 
Industry 16.6 25.9 26.2 31.5 31.2 
Services 30.3 38.0 59.9 53.2 54.0 
GDP/GVA 100.0 100.0 100.0 100.0 100.0 


Share in GVA (%) 


Contribution to GDP growth Contribution to GV4 
growth 


eg a ÄT 
1991-97 1996-2002 2001-2008 2008-14 2011-12 to 2017-18 


(Base vear 2004-05) (Base vear 2011-13) 
ZLA 11.5 7.1 9.1 7.0 
29.0 20.2 Me ALI 28.5 
49.8 68.3 60.4 69.8 64.5 
100.0 100.0 100.0 100.0 100.0 


Se ee oe e DEFNE N T a ee ae : ae | om 
Source: (i) Shankar Acharya, “Macroeconomic Performance and Policies, 2000-08" in Shankar Acharya and Rakesh Mohan (ed.), India’s 
Economy: Performance and Challenges (New Delhi, 2010), Table 4.2, p. 120; (ii) Economic and Political Weekly, February 23, 2014, 
p. 89; and (iif) Reserve Bank of India, Handbook of Statistics on Indian Economy 2017-18 (Mumbai, 2018), Table 3 


The above analysis clearly brings out the ‘services- 
led’ pattern of economic growth in India. Some development 
economists have argued that the rapid growth of the services 
sector in India in recent years reflects the structural 
transformation of the economy as it moves to a somewhat 
higher level of development. However, a question has been 
raised regarding the sustainability of this pattern of growth. 
Some economists have argued that the present pattern of 
growth is not sustainable as the services sector alone does 
not have the capacity to sustain overall growth for long. 
However, in a recently published article, Sunil Jain and 
T.N. Ninan have argued that with the passage of time, the 
network of existing services is likely to expand further 
substantially and many new services are likely to be added. 
As a result, the service sector growth will be sustainable. !2 
However, agriculture’s poor growth is a cause of worry. As 
is clear from Table 14.2, agriculture’s contribution to GDP 
growth after 1996-97 is low and declining even though 
almost half of the country’s labour force is employed in this 
sector. Remedial measures are urgently required to push up 
growth in the agricultural sector. 





NATIONAL PRODUCT BY 
INDUSTRY OF ORIGIN 





The study of national income by industry of origin is 
important to explain the anatomy of the economic structure. 
Table 14.2 presents detailed information in this regard. 


Agriculture and Allied Activities (Primary Sector) 


During the post-Independence period, the share of 
agriculture and allied activities (or the primary sector) in 
gross domestic product (GDP) has declined consistently = 
from 53.1 per cent in 1950-51 to 36.1 per cent in 1980-81, 
22.3 per cent in 2000-01 and only 13.9 per cent in 
2013-14 (according to o biata Legh wer 
According to new ser s (base year f 


agriculture and allied activities in GVA at basic prices was 
15.2 per cent in 2016-17 and 14.8 per cent in 2017-18. 


The above data show that the importance of the primary 
sector in national income has declined considerably in recent 
years. Transport and trade, banking and insurance and other 
service sectors have grown faster than agriculture and this 
fact is reflected in the estimates of gross domestic product 
by industry of origin. These changes notwithstanding, the 
agricultural sector still remains an important sector in the 
Indian economy. Even now for a larger increase in the 
country’s national income, rapid growth of the agricultural 
sector is necessary. The linear rate of increase in income in 
the agricultural sector during the planning period which 
comes to about 2.8 per cent does not compare very 
unfavourably with rates recorded in other countries placed 
broadly in comparable situations. 


Industry (Secondary Sector) 


Industry comprises mining and quarrying, 
manufacturing, construction, and electricity, gas and water 
supply. The share of this sector in GDP at factor cost (at 
2004-05 prices) was 16.6 per cent in 1950-51 and this rose 
more or less consistently to 27.7 per cent in 1990-91. It 
stood at 27.3 per cent in 2012-13 and fell to 26.2 per cent 
in 2013-14. According to new series with base year 
2011-12, the share of industry in GVA at basic prices was 
31.5 per cent in 2016-17 and 31.2 per cent in 2017-18. 


Mining and quarrying. The contribution of mining 
and quarrying to GDP was 1.9 per cent in 1950-51. It rose 
to 3.5 per cent of GDP in 1990-91 but fell thereafter. It was 
again 1.9 per cent of GDP in 2013-14 (base year 2004-05). 
According to new series with base year 2011-12, the share 
of mining and quarrying in GVA at basic prices was 3.3 pet 
cent in 2016-17 and 3.2 per cent in 2017-18. 

Manufacturing. Manufacturing is the predominant 
activity in the secondary sector. Its share in GDP was 9.2 
per cent in 1950-51. This rose to 12.9 per cent in 1970-71 
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and 15.1 per cent in 1990-91, The share of manufacturing in 
GDP at factor cost was 15.8 per cent in 2012-13 and this fell 
to 14.9 per cent in 2013-14 (at 2004-05 prices). According 
to new series with base year 20] 1-12, the share of 
manufacturing in GVA at basic prices was only 18.1 per 
cent in 2016-17 and 18.1 per cent in 2017-18. The failure 
to increase the share of manufacturing in GDP significantly 
is a cause of concern both for robust economic growth and 
for creating ample employment Opportunities. 


Electricity, gas and water supply. This sector in 

India is relatively small. In a rapidly growing economy, its 

rate of growth is usually high. In India since the trend rate 

of growth of GDP over the period 1950-51 to 2013-14 has 

been as low as 4.9 per cent per annum, the electricity, gas 

and water supply sector has expanded rather slowly. This 
sector accounted for 1.9 per cent of the country’s GDP in 
2013-14 (at 2004-05 prices). The share of electricity, gas 

| and water supply in GVA at basic prices was 2.2 per cent in 
2016-17 and 2017-18. 


Construction. In a growing economy, construction 
work is undertaken on an expanded scale. It is this reason 
why the absolute size of this sector has grown over the 
years. However, its share in India’s gross domestic product 
_ did not increase substantially for a considerable period of 
| time. During the last few years, with the expansion of the 
| infrastructure sector, construction activity has increased 
significantly. As a result, the contribution of construction to 
GDP rose to 7.4 per cent in 2013-14 (at 2004-05 prices). 
According to new series with base year 2011-12, the share 
of construction in GVA at basic prices was 7.8 per cent in 
2016-17 and 2017-18. 


Services (Tertiary Sector) 

As is clear from Table 14.2, the services sector has 
grown rapidly during the period of planning. Its share in 
GDP was 30.3 per cent in 1950-51 and this has increased to 
= about 60 per cent in 2013-14 (at 2004-05 prices). According 

_ tOnew series with base year 201 1-12, the share of services 
wie inGVA at basic prices was 53.2 per cent in 2016-17 and 
= 54.0 per cent in 2017-18. 

i E Trade, hotels, transport and communications. The 
Share of this sector in GDP has increased considerably over 
the period of planning — from 11.3 per cent in 1950-51 to 
6.4 per cent in 2013-14 (i.e., from a little more than one- 
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$ Seen a fast growth in this sector with its share in GDP 
sing from 17.7 per cent in 1990-91 to 26.4 per cent in 
*¥15-14 (at 2004-05 prices). According to new series with 
ase Year 20] 1-12, the share of trade, hotels, transport and 
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communications in GVA at basic prices was 19.0 per cent 
in 2016-17 and 19,3 per cent in 2017-18 (i.e., almost fifth). 


Financing, insurance, real estate and business 
services. Growth of banking, non-bank financial 
intermediaries, development banking and insurance 1s 
inevitable in a developing economy. Since 1969 when major 
commercial banks were nationalised, banking has registered 
spectacular growth. In order to mobilise growing savings in 
the household sector for investment purposes, institutions 
like UTI and LIC also expanded their activities. During the 
period of the last two decades, there has been a rapid growth 
of business services (especially information technology), 
real estate activity has also picked up considerably in recent 
years due to easy availability of housing loans and inflationary 
conditions in the economy (which make investment in real 
estate highly lucrative). Because of all these factors, the 
share of financing, insurance, real estate and business services 
in GDP at factor cost increased considerably over the years 
— from 8.5 per cent in 1950-51 to 11.5 per cent in 1990-91, 
14.1 per cent in 2000-01 and further to 20.6 per cent in 
2013-14 (at 2004-05 prices). According to new series with 
base year 2011-12, the share of financing, insurance, real 
estate and business services in GVA at basic prices was 
21.7 per cent in 2016-17 and 2017-18. 


Community, social and personal services. This group 
includes public administration, defence and other services. 
Over the years, there has been substantial expansion in the 
size of the government sector with the result that the share 
of public administration in GDP increased. There has been 
an increase in expenditure on defence as well. Because of 
these factors, the share of community, social and personal 
services in GDP rose during the first four decades of economic 
planning — from 10.4 per cent in 1950-51 to 14.7 per cent in 
1990-91. During the period of economic reforms, the share 
of community, social and personal services in GDP has 
somewhat declined and stood at 12.9 per cent in 2013-14 (at 
2004-05 prices). According to new series with base year 
2011-12, the share of public administration, defence and 
other services in GVA at basis prices was 12.5 per cent in 
2016-17 and 13.0 per cent in 2017-18. 


Conclusion 


A study of GDP by industry of origin clearly brings 
out the declining importance of agriculture in Indian economy 
and the rapid growth of the services sector. However, the 
continued dependence of about half of the labour force on 
agriculture for its livelihood should be sufficient to bring 
out the important role that agriculture continues to play. 
Moreover, any setbacks in agricultural production have 
serious repercussions on the whole of the economy. While 
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Estimates of GDP/GVA by Industry of Origin — Percentage Distribution 


Industry Share in GDP 


1950-51 1980-81 
I. Agriculture and allied activities 53.1 36.1 
l. Agriculture 42.8 30.1 
2. Allied activities 10.3 5.9 
II. Secondary Industry 16.6 25.9 
3. Mining and quarrying 1.9 2.6 
4. Manufacturing 9.2 14.1 
5. Electricity, gas and water supply 0.3 3 
6. Construction 5.2 7.7 
III. Services 30.3 38.0 
7. Trade, hotels, transport and 
communications 11.3 16.9 
8. Financing, insurance, real estate and 
business services 8.5 8.2 
9. Community, social and personal services 10.4 12.9 
GDP at factor cost 100.0 100.0 


* Data pertain to ‘financial, real estate and professional services’. 
** Data pertain to ‘public administration, defence and other services’. 
Note: 1. N.A.: Not available. 


Share in GVA 


2004-05 prices 2011-12 prices 
—— ie 

2000-01 2012-13 2013-14 2016-17 201748 
22.3 13.9 13.9 15.3 14.8 
18.8 11.8 N.A. N.A. NA 
3.9 2.1 N.A. N.A NA. 
27.3 27.3 26.2 31.5 31.2 
3.0 2.0 1.9 43 32 
35 15.8 14.9 18.2 18] 
2.2 1.9 1.9 2.2 22 
6.6 7.6 7.4 7.8 78 
50.4 58.8 59,9 §3.2 §4.0 
21.6 26.9 26.4 19.0 19 3 
14.1 19.1 20.6 21.7° 21.7° 
14.7 12.8 12.9 12.5% 13.0%* 
100.0 100.0 100.0 100.0 100.0 


2. Sums of industrial items may not add up to totals because of rounding up. 
Source. Computed from Reserve Bank of India, Handbook of Statistics on Indian Economy 2011-12 (Mumbai, 2012) and Handbook of Statistics on Indian 
Economy 2016-17 (Mumbai, 2017), Table 2, pp. 8-10 and Table 3, pp. 11-13. 


industrial sector is indeed expanding, yet its growth is totally 








insufficient to absorb the increasing number of job seekers 4. 
that keep entering the labour force year after year. Given the 5 
technology-intensive nature of many sub-sectors of the l 
services sector, it is essential to pull up the growth of the 6. 
industrial sector (particularly the manufacturing sector) if 
the problem of unemployment has to be tackled. f 
NOTES 8. 
l. C.P. Chandrasekhar and Jayati Ghosh, The Market That Failed — 
A Decade of Neo-liberal Economic Reforms in India (New Delhi, 9. 
2002), p. 9. 
2. Washington consensus was reached at between IMF and World 
Bank in the early 1990s. It is essentially neo-liberal and is based on 10. 
the alleged superiority of the free market and free trade for the l1. 
achievement of more rapid economic progress. It advocates fiscal 12. 
discipline, privatisation and deregulation, trade liberalisation and tax 
reforms, etc. 
Ooo 
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POVERTY IN INDIA 











Imost all un , . 
ag Ina — derdeveloped countries where per capita 
3 income 1S ry Ow, income Inequality has resulted in a 
F; number of evils, of which poverty is certainly the most 
serious one. In India, even now in spite of all the development 
k during the period of planning, a large number of people live 
__ below the poverty line. Most of the time, these people also 
suffer from extreme destitution. 

k In this chapter, we propose to discuss the following 
= issues: 

4 e The concept of poverty line 

e Incidence of poverty in India 

e Multidimensional poverty 

Safety nets for the poor: Poverty alleviation 
programmes 

e Strategy of poverty alleviation 

The concept of Universal Basic Income (UBI). 






























THE CONCEPT OF POVERTY LINE 


ndulkar Committee, the concept 
h socially perceived deprivation 
n needs. “These basic human 
he material dimension as the 
hed, the need to be decently 
bly sheltered, the need to 
d to be (at least) minimally 
e for purposes of social 
nomic activity.”! This 


As pointed out by Te 
of poverty is associated wit 
with respect to basic huma 
needs are usually listed in t 
need to be adequately nouris 
clothed, the need to be reasona 
€scape avoidable diseases, the nee 
educated and the need to be mobil 


interaction and participation in econ tin hoe 
shows that the concept of poverty 15 multidimensiona 


However, quantitative measurement of income to define 
Poverty line on the basis of such a wide concept of rey 
IS not possible as this concept includes both material an 

non-material dimensions. Accordingly, while apna 
Poverty line, the focus generally has been on the materia 

dimensions and even in this respect, only on uae 
ONsumption requirements. In other words, absolute (priva e) 
tonsumption poverty line 1s taken to convey the mab! y K 
an individual or household to afford a socially — 3 

lormative minimal basket of basic human needs that is 
expected to be reflected in some normative mini 
of living that should be assured to every individua 


|/household. 
1 


The existing all-India rural and urban poverty lines, anchored 
in the per capita calorie norms of 2400 (rural) and 2,100 
(urban) were originally defined in terms of per capita total 
consumer expenditure (PCTE) at 1973-74 market prices 
and adjusted over time across States for changes in prices. 
The all-India poverty line so defined in I 973-74 was 
749.63 for rural areas and Ẹ 56.64 for urban areas. The 
all-India poverty line for 2004-05 adjusted for prices was 
% 356.30 for rural areas and 7538.60 for urban areas. For 
the year 2011-12, the Planning Commission has defined 
the poverty line as 727.20 per capita per day in rural areas 
and & 33.33 per capita per day in urban areas. This 
translates to Z816 per capita per month in rural areas and 
% 1,000 per capita per month in urban areas. Rangarajan 
Committee (2014) defined poverty line for 2011 -12 at 47 
per capita per day for urban areas and 732 per capita per 


day for rural areas. 


INCIDENCE OF POVERTY IN INDIA 


Earlier Estimates — 1960s 
The estimates of poverty in India provided by Minhas, 
Ahluwalia, Bardhan, and Dandekar and Rath are quite old 
and do not indicate exactly the same incidence of poverty. 
As would be clear from Table 15.1, the divergence between 
the results of these economists is quite large. 
Table 15.1 


Estimates of Poverty in Rural India: 1967-68 
(Per cent of Rural Population) 


Author of the Incidence of 


Estimates Poverty 
B.S. Minhas 37.1 
M.S. Ahluwalia 56.5 
P.K. Bardhan 54.0 
40.0 


VM. Dandekar and N.K. Rath (1968-69) 
d Dandekar and Rath had 
determined poverty line slightly lower than the one determined 


by Minhas, and yet incidence of poverty according to their 
estimates was greater than that indicated by Minhas’s 


estimates. This should not surprise anyone, because despite 
the fact that these economists used the same data source for 


Ahluwalia, Bardhan, an 
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Table 15.2 
Percentage of Population Below the Poverty Line 
1973-74 E 1983-84 1993-94 
Areas Poverty line Percentage of Poverty line Percentage of iniii i line Percentage of 
( z) persons | (Žž) persons (X) persons 

j 37.3 
Rural 49.63 56.4 89.50 45.7 —_ se 
Urban 56.64 49.0 . 115.65 40.8 281.35 aa 
Combined - 54.9 - 44,5 - 36. 


— 
Source: Reserve Bank of India, Handbook of Statistics on the Indian Economy, 2009-10 (Mumbai, 2010), Table 162, pp. 288-293. 


their studies, their methodology was not the same. To non- 
experts these results may look intriguing, but even they 
should have no difficulty in realising the fact that not only 
the absolute number of poor in this country during the 
1960s was łarge, but their proportion to the total population 
of the country was also very high. 


Estimates for 1973-74 to 1998 


The Planning Commission’s Estimates. The Planning 
Commission has provided estimates of the incidence of 
poverty since the early 1970s. As stated earlier, it determined 
the poverty line for rural population at ¥ 49.63 (at 1973-74 
prices) per capita per month while for urban population, 
poverty line was fixed at % 56.64 per capita per month. 
These poverty lines have been updated over time keeping 
price changes in view. Estimates for the years 1973-74, 
_ 1983-84 and 1993-94 are presented in Table 15.2 alongwith 
poverty lines in these years. 


According to this Table, more than half of the 
population was below the poverty line in 1973-74. Over 
the two decade period 1973-74 to 1993-94, there was a 
perceptible decline in the incidence of poverty — from 54.9 
per cent in 1973-74 to 35.6 per cent in 1993-94. However, 
in view of the fact that the population had increased 
considerably over the period, it can be safely concluded that 
the absolute number of poor people did not decline. Moreover, 
many economists have pointed out serious flaws in the 
Planning Commission’s methodology and have thus raised 
doubts about the claims of the Planning Commission 
regarding reduction in poverty. 


Poverty Estimates Based on 55th Round of the NSSO 


The 55th Round of the National Sample Survey (July 
1999-June 2000) was a quinquennial large sample survey 
and was thus expected to generate data useful to prepare 
poverty estimates comparable with those from the previous 
large sample surveys. The possibility of this has however 
been questioned due to a fundamental change in the 
methodology adopted by the NSSO in this Round. The 
Planning Commission nevertheless made use of these data 
to prepare two separate estimates of the incidence of poverty. 
These are provided in Table 15.3. 


The consumer expenditure data of the 55th Round on 
a 30-day recall basis yields the poverty ratios for 1999-2000 
of 27.09 per cent in rural areas, 23.62 per cent in urban 
areas and 26.1 per cent for the country as a whole. The 
corresponding figures from the 7-day recall period are 24.02 
per cent in rural areas, 21.59 per cent in urban areas and 
23.33 per cent for the country as a whole. Poverty line was 
defined as ¥ 327.56 per capita per month for rural areas and 
X 454.11 per capita per month for urban areas. 


Poverty Estimates Based on 61st Round of the NSSO 


The 61st Round of the NSSO provides estimates on 
poverty for the year 2004-05 on the basis of two methods: 
(1) URP (Uniform Recall Period), and (2) MRP (Mixed 
Recall Period). While the consumption data for URP uses 
30-day recall/reference period for all items of consumption, 
the consumption data for MRP uses 365-day recall/reference 
period for 5 infrequently purchased non-food items, namely, 


Table 15.3 


Poverty Estimates Based on the 55th NSS Round 
(Year — 1999-26000) 


(Per cent) 
Reference Period All-India 


Rural 


Urban 
30 day recall 


26.10 


7 day recall Pe 


27.09 
24.02 


23.62 
21.59 


Source: Government of India, Economic Survey 2000-2001, Table 10.5, p. 194, 
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clothing, footwear, durable goods, education and institutional 
medical expenses and 30-day recall/reference period for 
remaining items. Data on the basis of both the methods are 
presented in Table 15.4. 


According to the 61st Round of NSSO, the poverty 
ratios for the country as a whole in 2004-05 were 27.5 per 
cent on the basis of URP and 21.8 per cent on the basis of 
MRP. Poverty ratio for rural India is considerably higher than 
the poverty ratio for urban areas on the basis of URP while it 
is almost the same on the basis of MRP. 


Poverty Estimates of Tendulkar Committee 


In view of the confusion generated by various claims 
and counter-claims regarding the incidence of poverty in 
India and on whether poverty has been declining or not, the 
Planning Commission constituted an Expert Group under 
the chairmanship of Suresh Tendulkar to examine the issue 
in entirety and suggest a new poverty line and estimates. 
Tendulkar Committee submitted its report in December 
2009. The Committee pointed out three major criticisms of 
the existing official poverty lines: One, the consumption 
patterns underlying the rural and urban poverty line baskets 
(PLBs) remained tied down to those observed more than 
three decades ago in 1973-74 and hence had become outdated. 
Thus, they have failed to take into account the changes in 
the consumption pattern of the poor over time. Two, crude 
price adjustment for prices was leading to implausible results 
such as proportion of total urban population below poverty 
line being higher than its rural counterpart in certain major 
States. Three, the earlier poverty lines assumed that the 
basic social services of health and education would be 
supplied by the State and hence, although private expenditure 
~ in education and health was covered in the base year 1973- 
74, no account was taken of either the increase in the 
| proportion of these in total expenditure over time or of their 
Proper representation in available indices.’ 

Tendulkar Committee suggested a new methodology 
for estimating poverty lines. The main recommendations of 
the Committee were as follows:° 

1. Need to move away from anchoring the poverty line 
‘to a calorie based norm. Thus, the quantum of various 
Boods and services deemed to constitute the desirable national 


—_— —_— 















Reference Period All-India 
Uniform Recall Period (URP) method 27.5 
Mixed Recall Period (MRP) method 21.8 


minimum standard of living would not be determined 


normatively but on the basis of observed patterns of 
consumption reported by a reference group of ‘poor’ urban 
households. 


2. Poverty estimates to continue to be based on private 
household consumer expenditure of Indian households 
collected by the NSSO (National Sample Survey 
Organisation). 

3. Recognising the sensitivity of household responses 
on consumption expenditure to the reference period for 
which information is sought, the Committee suggested using 
estimates based on different reference periods for different 
commodity groups, rather than the earlier practice of a 
uniform 30-day reference period for all. Thus, instead of 
using URP (uniform recall period), the Committee opted for 
the use of MRP (mixed recall period) practice. This change 
is expected to capture the household consumption expenditure 
of poor households on low-frequency items of purchase 
more satisfactorily. 

4. Broadening of the scope of the minimum standard 
of living by giving greater attention to its non-food 
components. In fact, the proposed poverty line basket (PLB) 
takes into account all items of consumption (except transport 
and conveyance) for construction of price indices. Separate 
allowance for private expenditure on transport and 
conveyance has been made in the recommended poverty 
lines. 

5. Including private expenditure on education and 
health in determination of poverty line. The earlier practice 
was to omit this expenditure as providing basic health care 
and education for all children was deemed to be the 
responsibility of the State. 

6. The new poverty lines seek to enable the rural as 
well as urban population in all States to afford the 
recommended all-India urban PLB after taking due account 
of within State rural-urban and inter-State differentials (rural 
and urban) incorporating observed consumer behaviour both 
at the all-India and State levels. 

The Tendulkar Committee estimated the new all-India 


poverty line for the year 2004-05 for rural areas at ¥ 446.68 
per capita per month and for urban areas at ¥ 578.80 per 


Table 15.4 


Poverty Estimates Based on the 61st NSS Round 
(Year — 2004-2005) 


(Per cent) 
Rural Urban 
28.3 25.7 
21.8 ai 


Source: Government of India, Economic Survey, 2007-08 (Delhi, 2008), Table 10.4, p. 243. 
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Capita per month. On this basis, 47.8 per cent of the rural 
Population and 25.7 per cent of the urban population was 
below the poverty line in 2004-05. For the country as a 
whole, 37.2 per cent of the people were below the poverty 
line in 2004-05. 


A comparison with Table 15.4 shows that the number 
of rural people below the poverty line according to Tendulkar 
Committee is much more than the number estimated in the 
6lst round of NSSO. The 61st round had estimated the 
number of people below the poverty line in rural areas at 
28.3 per cent in 2004-05 following the URP method and 
merely 21.8 per cent following the MRP method. As against 
this, Tendulkar Committee estimates the number of rural 
people below the poverty line at 41.8 per cent in 2004-05. 
As a result, the all-India incidence of poverty according to 
the Tendulkar Committee is also much more than that 
estimated in the 61st round. 


In the light of the new methodology, the Tendulkar 
Committee recommended re-estimation of poverty for 
previous years. An exercise was carried out by the Committee 
for 1993-94 to facilitate a broad two-point comparison of 
changes in headcount ratios. By this exercise, poverty at 
all-India level in 1993-94 was found to be 50.1 per cent in 
rural areas, 31.8 per cent in urban areas, and 45.3 per 
cent in the country as a whole. A comparison with data 
presented in Table 15.2 shows that the incidence of rural 
poverty in 1993-94 was much larger according to the 
Tendulkar Committee than what the official estimates suggest. 


While the incidence of rural poverty estimated by the 
Tendulkar Committee as compared with the official estimates 
was much more both in 1993-94 and 2004-05, the extent of 
poverty reduction is found to be almost similar. For instance, 
while rural poverty declined from 37.3 per cent in 1993-94 
to 28.3 per cent in 2004-05 according to the old 
methodology, it declined from 50.1 per cent in 1993-94 to 
41.8 per cent according to the Tendulkar Committee. 


Poverty Estimates Based on 66th Round of NSSO 


On March 19, 2012, the Planning Commission released 
the estimates of poverty for the year 2009-10 computed 
from the 66th Round NSS (2009-10) data on Household 
Consumer Expenditure Survey. The poverty line was defined 
as % 22.40 per capita per day in rural areas and ¥ 28.60 
per capita per day in urban areas (this translates to 
¢ 672.80 per capita per month in rural areas and € 859.60 
per capita per month in urban areas). On this basis, 29.8 
per cent of the population was below the poverty line in 
2009-10 (33.8 per cent in rural areas and 20.9 per cent in 
urban areas). This shows a 7.4 percentage point fall in all- 
India poverty ratio over the five-year period 2004-05 to 
7009-10 (8 percentage point fall in rural poverty and 4.8 
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percentage point fall in urban poverty). However, Critics 
have pointed out that the poverty line was deliberately 
defined at a ridiculously low level in a bid to prove that the 
levels of poverty in the economy are declining. Moreover, 
as pointed out by Himanshu, the estimates released by the 
Planning Commission for the year 2009-10 are not 
comparable with the previous estimates by the Tendulkar 
Committee simply because the measure of consumption 
expenditure on which these correct poverty lines were applied 
to obtain the poverty estimates are not the same. The 
difference arises because in the 66th Round, the NSSO had 
imputed values to some items that households receive free, 
notably from employers. The earlier definition of private 
consumption expenditure excluded such items. 

Himanshu has shown that if government expenditure 
on free meals (under mid-day meal programme) 1s excluded 
to make the poverty estimates comparable with those of the 
2004-05 estimates, the 2009-10 poverty ratio increases from 
29.8 per cent (33.8 per cent rural and 20.9 per cent urban) 
as posted by the Planning Commission to 31.5 per cent 
(35.2 per cent rural and 21.5 per cent urban). This means 
that the total number of poor in the country in 2009-10 
was 373 million — 18 million more than the reported 
estimate of 355 million for the country as a whole. In other 
words, the number of poor people declined not by 52 million 
as claimed by the Planning Commission but by 34 million 


— i.e., a third less than the decline claimed by the Planning 
Commission.* 


Poverty Estimates Based on 68th Round of NSSO 


On July 22, 2013, the Planning Commission released 
the estimates of poverty for the year 2011-12 computed 
from the 68th Round of NSSO (2011-12) data on Houschold 
Consumer Expenditure Survey. The poverty line has been 
defined at ¥ 27.20 per capita per day for rural areas and 
€ 33.33 per capita per day for urban areas (this translates 
to € 816 per capita per month in rural areas and 7 1,000 
per capita per month) in urban areas. On this basis, 21.9 
per cent of the population was below the poverty line in 
2011-12 (25.7 per cent in rural areas and 13.7 per cent in 
urban areas). In absolute terms, 269.8 million people were 
below the poverty line in 2011-12. However, these estimates 
were questioned by many critics who argue that the actual 
poverty ratio in the country is much higher than what these 
estimates convey. In the light of this criticism, the government 
appointed a Committee under the chairmanship of 
C. Rangarajan to re-examine the issue of poverty. The 
Committee submitted its Report to the government in June 
2014. It defined the poverty line in 2011-12 at Z 47 pet 
capita per day for urban areas and ¥ 32 per capita per day 
for rural areas. According to this definition, 29.5 per cent 
people in the country were below the poverty line to 2011-12 
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30.9 per cent in rural areas and 26.4 per cent in urban 
areas). 10 absolute terms, 363 million people were below 
the poverty line in 2011-12. This shows that the number of 
ople below the poverty line in 2011-12 was about 93 
million more according to Rangarajan Committee as 
compared with the Planning Commission’s estimate of 269.8 
million. 
World Bank Estimates of Poverty 


World Bank earlier used to define poverty line at 
¢ 1.25 per capita per day (at 2005 prices on purchasing 
power parity basis). Presently, it defines poverty line at 
$ 1.90 per capita per day (at 2011 prices on purchasing 
power parity basis). According to this definition, 31.1 per 
cent of the population in 2009 and 21.2 per cent of the 
population in 2011 was below the poverty line. 





































Limitation of the Head-count Non-discriminatory 
Approach 


All the estimates of the incidence of poverty which we 
have considered above are based on the head-count which 
is peculiarly non-discriminatory. The poverty line once 
determined (on whatever criterion whatsoever) remains quite 
insensitive to the plight of the people suffering from various 
degrees of poverty. Let us for example consider the poverty 
line drawn for the rural population at ¥ 77 per month at 
1979-80 prices. This poverty line is completely insensitive 
to whether a person is getting ¥ 76 or ¥ 25, but in terms of 
agony of the person the two situations are not the same. 
- Obviously if a person receives { 25 per month, his agony 
_ will be far more acute than in the case he receives { 76 per 
_ month. 


| Amartya Sen has argued, “The poor is not an economic 

class, nor convenient category to use for analysing social 
and economic movements. Poverty is the common outcome 
of a variety of disparate economic circumstances and a 
policy to tackle poverty must, of necessity, go beyond the 
concept of poverty. The need for discrimination is essential.” 
Thus, the analysis of poverty is to be conducted in two 
Stages. In the first stage, it has to be sorted out who got 
how much and then by using some norm of income per 
head the poor can be identified. In the second stage, we 
Should attempt “to decide how ‘bad’ the situation really is, 
and whether one situation is more outrageous than 
= another.” In this context, Sen asserts, “It is not sufficient 
to know how many poor people there are, but how exactly 
Poor they are.” 


i Poverty Line or Destitution Line? 

The definitions of poverty line adopted by the Planning 
Commission, Tendulkar Committee and Rangarajan 
Committee define poverty at very low levels which do not 
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guarantee anything above a bare minimum. According to 
Jean Dreze, “Poverty line standards were set decades ago, 
at a time when even bare subsistence was far from assured 
for a large majority of the population. The poverty line is, of 
course, regularly updated for price increases, but not for the 
enhanced requirements of dignified living’’.° He, accordingly, 
points out that the poverty line, as defined in India, 1s 
actually a destitution line. 


In a recent paper, Sudipto Mundle has a 
it is quite reasonable to argue that in the prevailing conditions 
in India, a family of five (which is the average household 
size) would not be able to survive on an income less than 
Z 10,000 per month, i.e., less than ¥ 67 per head per day. On 
an income of upto F 20,000 per month, or 7 133 per head 
per day, such a family might just about manage to make 
ends meet. But the slightest negative stock, an illness, 
temporary loss of job, etc. would push it beyond the brink. 
For a family of five, = 50,000 per month or F 333 per head 
per day, may be considered the minimum they would need 
to live a decent life. The latest Annual Employment- 
Unemployment Survey Report published by the Labour 
Bureau (for the year 2016) points out that in 2015-16, about 
85 per cent of India’s workers earned less than or upto 
F 10,000 a month. Only 0.5 per cent workers earned 
7 50,000 or more. About 54 per cent of the households 
surveyed had only one earning member, and another 31 per 
cent had only two earning members. Thus, arguably, the 
majority of our worker households still live on the margin 
of survival of 7 20,000 per month or less.’ 


pointed out that 


aaa, 


MULTIDIMENSIONAL POVERTY 


Because of the controversies surrounding the definition 
of poverty lines based on calorie or expenditure norms, and 
the ease with which the government can manipulate these 
lines to show that the levels of poverty are declining, many 
economists have in recent years been advocating the 
abandonment of the very idea of such poverty lines. For 
instance, N. Krishnaji has recently argued that a single 
poverty line based on a calorie or expenditure norm is 
bound to be arbitrary depending wholly on who is setting 
up this line. Moreover, such a line cannot take into account 
the various dimensions of poverty. This is clear from the 
fact that while income does focus on an important dimension 
of poverty, it gives only a partial picture of the many ways 
human lives can be blighted. As noted by the Human 
Development Report 1997. “Someone can enjoy good health 
and live but be illiterate and thus cut-off from learning, 
from communication and from interactions with others. 
Another person may be literate and quite well educated but 
prone to premature death because of epidemiological 
characteristics or physical disposition. Yet, a third may be 
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excluded from participating in the important decision-making 
Processes affecting his/her life.” As is clear, the deprivation 
of none of these people can be fully captured by the level of 
their income. To get a complete idea of poverty, one has 
thus to enlarge the canvas of study and talk in terms of 
deprivations and not merely income as it is in the deprivation 
of the lives that people can lead that poverty manifests 
itself. Poverty is thus a denial of choices and opportunities 
for living a tolerable life. This is the concept of human 
poverty. It means that opportunities and choices most basic 
to human development are denied — to lead a long, healthy, 
creative life and to enjoy a decent standard of living, freedom, 
dignity, self-respect and the respect of others. 


Human Development Report 1997 introduced a human 
poverty index (HPI) in an attempt to bring together in a 
composite index the different features of deprivation in the 
quality of life to arrive at an aggregate judgement on the 
extent of poverty in a community. The Report acknowledged 
that human poverty is larger than any particular measure, 
including the human poverty index. It includes many aspects 
like lack of freedom, inability to participate in decision 
making, lack of personal security, inability to participate in 
the life of a community and threats to sustainability and 
intergenerational equity, etc., which cannot be measured. 
However, given the fact that the issues of poverty in the 
developing countries involve hunger, illiteracy, epidemics 
and the lack of health services or safe water, the human 
poverty index constructed by the Human Development Report 

focused on the deprivation in the following three elements 
of human life — longevity, knowledge, and a decent 
standard of living. The Human Development Report 2009 
calculated HPI for 135 countries. India’s rank in terms of 
this index was as low as 88. This clearly reflects this country’s 
unsatisfactory performance in alleviating human poverty. In 
absolute terms the HPI is as high as 28.0 per cent, indicating 
that human poverty is widespread. 


Multidimensional Poverty Index 


Human Development Report 2010 introduced the 
concept of Multidimensional Poverty Index (MPI) to replace 
HPI. The MPI is the product of the multidimensional 
poverty head-count (the share of people who are 
multidimensionally poor) and the average number of 
deprivations each multidimensionally poor household 
experiences (the intensity of their poverty). It has three 
dimensions mirroring the HDI — health, education and 
living standards — which are reflected in 10 indicators. The 
maximum score is 100 per cent, with each dimension equally 
weighted (thus the maximum score in each dimension is 
~ 33,3 per cent). The education and health dimension have 
wo indicators each, so that each component 1s worth 5/3 (or 


a 
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16.7 per cent). The standard of living dimension has six 
indicators, so each component is worth 5/9 (or 5.6 per cent), 


The two indicators for the education dimension are: 
(i) no household member has completed at least six years of 
schooling, and (ii) at least one school-age child (up to grade 
8) is not attending school. The two indicators for the health 
dimension are: (i) at least one member is malnourished, and 
(ii) a child has died in the household within five years prior 
to the survey. The six indicators for the standard of living 
dimension are: (i) no electricity, (ii) no access to clean 
drinking water, (iii) no access to adequate sanitation, (iv) 
house has dirty floor, (v) household uses ‘dirty’ cooking 
fuel (dung, wood or charcoal), and (vi) household has no 
asset related to access to information (radio, TV, telephone) 
and no asset related to mobility (bike, motorbike, car, truck, 
animal cart, motorboat) and no asset related to livelihood 
(refrigerator, arable land, livestock). 


To identify the multidimensionally poor, the deprivation 
scores for each household are summed to obtain the household 
deprivation c. A cut-off of 33.3 per cent, which is the 
equivalent of one-third of the weighted indicators, is used to 
distinguish between the poor and non-poor. {f c is 33.3 per 
cent or greater, that household (and everyone in it) is 
multidimensionally poor. Households with a deprivation 
score greater than or equal to 20 per cent but less than 
33.3 per cent are vulnerable to or at risk of becoming 
multidimensionlly poor. Households with a deprivation 
score of 50 per cent or higher are severely multi- 
dimensionally poor.!? 


As stated above, the MPI value is the product of two 
measures: the multidimensional head-count ratio and the 
intensity (or breadth) of poverty. 


The headcount ratio, H, is the proportion of the 
population who are multidimensionally poor: 
H=4 
n 
where q is the number of people who are 
multidimensionally poor and n is the total population. 
The intensity of poverty A, reflects the proportion of 
the weighted component indicators in which, on average, 
poor people are deprived. For poor households only, the 


deprivation scores are summed and divided by the total 
number of poor persons: 


Li C; 
q 


where c; is the deprivation score that the ith poor 
experiences. 


The multidimensional poverty index is then given by 
MPI = H.A. 


A= 
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Table 15.5 
Calculation of Multidimensional Poverty Index (MP) 


Indicators 


Household size 
Education 
No one has completed six years of schooling 


At least one school-age child not enrolled in school 
Health 

At least one member is malnourished 

One or more child have died 

Living conditions 

No electricity 

No access to clean drinking water 

No access to adequate sanitation 

House has dirty floor 

Household uses ‘dirty’ cooking fuel 

(dung, firewood or charcoal) 

Household has no access to information and has no 
assets related to mobility or assets related to livelihood 


Results 
Household deprivation score, c (sum of each deprivation 
multiplied by its weight) 


Is the household poor (c > 33.3%) 


To illustrate how MPI is calculated, consider a 
hypothetical example which focuses on four households 
with sizes given an 4, 7, 5 and 4. Information for these 
households is given in Table 15.5. 

The weighted count of deprivation of the different 
households is obtained as follows: 

Weighted count of deprivations in household 1: 


Hos 


which is equivalent to a deprivation score of 2.22/10 
= 0.222, or 22.2 per cent. 
Weighted count of deprivations in household 2: 


epee 


which is equivalent to a deprivation score of 7.22/10 
= 0.722, or 72.2 per cent. 
Weighted count of deprivations in household 3: 


(13) (+5) 


which is equivalent to a deprivation score of 3.89/10 
= 0.389, or 38.9 per cent. 
Weighted count of deprivations in household 4: 


TOO 


Weights 


Household 


» 


&3 or l0 7°% 
5/3 or 16.7°% 


5/3 or 16.7% 
5/3 or 16.7% 


49 or § 6%0 
5 9 or 5.6% 0 
5/9 or 5.6%% 
5/9 or 5.60 
5/9 or 5.6°%0 


5/9 or 5.6°%0 





50.0% 


Note: 1 indicates deprivation in the indicator, 0 indicates non-deprivation. 


22.2% 72.2% 38.9% 


which is equivalent to a deprivation score of 5.0/10 
= 0.50 or 50 per cent. 

Since c > 33.3% for three households (households 2, 
3 and 4) they are classified as poor while one household 
(household 1) is not poor. 

Members in the poor households are 7, 5, and 4. 


Therefore, Head-count ratio (H) 
_04+7+4+5+4 

44+7+5+4 
i.e., 80 per cent of people live in poor households. 
Intensity of poverty (A) 


= 0.800 


_ 0.722 x 7 + 0.389 x5 + 0.50 x 4 
7+5+4 


(the average poor person is deprived in 56 per cent of 
the weighted indicators). 
MPI = H.A = 0.80 x 0.5625 = 0.450 


Human Development Report 2018 presents estimates 
of multidimensiona} poverty index. The position of India is 
worrisome. This is clear from the fact that 27.5 per cent of 
India’s population (i.e., 36.4 crore people) suffers from 
multidimensional poverty. Moreover, 8.6 per cent of India’s 
population suffers from ‘severe poverty’. 


= 0.5625 
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Socio-Economic Caste Census (SECC) 2011 


The first comprehensive exercise to estimate India’s 
rural poverty levels was made by the Socio-Economic Caste 
Census (2011) whose report was released in July 2015. This 
Census identified a poor household on basis of assets and 
income and with this end in view, took into account the 
following seven-point deprivation indicators — (i) households 
with no more than one room, kutcha walls and roof, (ii) no 
adult member between 16 and 59 years, (iii) female heads of 
family with no adult male between 16 and 59 years, (iv) no 
able-bodied adult member and no literate member above 25 
years, (v) scheduled castes, tribes and landless, (vi) no 
literate adult above 25 years of age, and (vii) landless 
households deriving major part of their income from manual 
labour. The following were automatically counted in the 
category of poor — households without shelter, destitute, 
beggars, manual scavengers, primitive tribes, and bonded 
labour. The total number of rural households in the country 
are 179.1 million (that is 883.83 million people). Of this 
31.26 per cent are poor. This would imply that about 275 
million people in rural areas live in ‘deprivation’ — a state 
of being where people struggle to eke out a day-to-day 
subsistence living. 


Some other disturbing facts regarding rural poverty 
highlighted by the SECC 201 1 are: (i) 23.7 million households 
live in one-room kutcha houses, constituting 13.25 per cent 
of the 179.1 million rural households, (ii) 53.7 million 
households (i.e., 30 per cent) own no land and are engaged 
in manual labour, (iii) 56 per cent of rural households have 
no land or property, (iv) 86.9 million rural households (i.e., 
48.5 per cent or almost half) are deprived on one or more of 
the seven counts listed above, (v) 74.5 per cent rural 
households have a highest earning member who makes less 
than ¥ 5,000 a month (in other words, the primary breadwinner 
in three out of four households in rural India earns less than 
X 5,000 a month), and (vi) a staggering 92 per cent of rural 
households run on less than ¥ 10,000 a month.!! 





SAFETY NETS FOR POOR — POVERTY 
ALLEVIATION PROGRAMMES 





The Earlier Phase — Ad hocist Approach 


The strategy of direct assault on poverty through rural 
development and rural employment programmes was first 
adopted in the 1970s. With the Fifth Plan, poverty alleviation 
came to be accepted as one of the principal objectives of 
economic planning in this country. During the 1970s, a 

number of special programmes for the rural poor were 
of which the important ones were: Small Farmers’ 


Development Agency (SFDA), Marginal Farmers’ and 


Indian Economy 


Agricultural Labourers’ Development Agency (MFAL), 
Drought-Prone Areas Programme (DPAP), Crash Scheme 
for Rural Employment (CSRE), Pilot Intensive Rural 
Employment Project (PIREP) and Food for Work Programme 
(FWP). None of these programmes comprehensively covered 
the whole country, though in certain parts of the country 
some of these programmes operated simultaneously for the 
same target groups. Apart from this territorial overlap, the 
major limitation of these programmes was that they were 
reduced to mere subsidy-giving programmes, lacking any 
planned approach to enable the rural poor achieve a higher 
level of income. The element of ad hocism in these 
programmes further reduced their effectiveness from the 
point of view of poverty alleviation. Hence, the need was 
felt for undertaking programmes which were not only far 
more comprehensive in coverage but could also make a 
direct assault on rural poverty. 


The Latter Phase — Comprehensive Programmes 


The Integrated Rural Development Programme 
(IRDP), the National Rural Employment Programme 
(NREP) and the Rural Landless Employment Guarantee 
Programme (RLEGP) were conceived keeping the objective 
of poverty alleviation in view. The IRDP was initially 
started in 1978-79 in 2,300 development blocks as a 
programme of total development. In the Sixth Plan, the 
IRDP was extended to the entire country. The NREP also 
commenced at the same time as part of the Sixth Plan and 
aimed at helping that segment of population which depended 
largely on wage employment and had virtually no source of 
income during the lean agricultural period. The RLEGP 
was launched on August 15, 1983 with the objective of 
expanding the employment opportunities for the rural 
landless. However, with a view to making the implementation 
of these wage employment programmes more effective, 
NREP and RLEGP were merged into a single rural 
employment programme since April 1, 1989. The merged 
programme was named Jawahar Rozgar Yojana (JRY). 


The ZRDP conceived as anti-poverty programme aimed 
at helping the small and marginal farmers, landless labourers 
and artisans. It was thought by the planners that these 
people were poor because they possessed neither any 
productive assets nor any special skills. Therefore, the IRDP 
was designed to help the poor by creating new assets for 
them. These assets would include sources of irrigation, 
bullocks and implements besides inputs like seeds and 
fertilisers for farming, animals for dairy and other animal 
husbandry activities and tools and training for cottage 
industries and handicrafts. The basic strategy was self- 
employment of the poor with the help of these assets so that 
they manage to earn enough to rise above the poverty line. 
The skill endorsement aspect was covered under the Training 


Scanned by CamScanner 


Poverty in India 


of Youth for Self-Employment (TRYSEM), The Programme 
Evaluation Organisation of the Planning Commission (PEO) 
the RBI, the NABARD and the Institute for Pinanctal 
Management evaluated the performance of the IRDP at 
different points of time. The general conclusion that emerges 
from these studies is that the JRDP was not very effective 
as a poverty alleviation measure. However. it has now been 
restructured and renamed as § warnajayanti Gram Swarozgar 
Yojana (SGSY). Moreover, certain allied programmes 
including TRYSEM have been merged into it. Employment 
Assurance Scheme (EAS) until it was merged into 
Sampoorna Grameen Rozgar Yojana (SGRY) in September 
2001 provided 100 days of unskilled manual work to the 
rural poor seeking employment. 


These poverty alleviation programmes suffered from 
various specific shortcomings which in Sandeep Bagchee’s 
opinion were basically the result of “not taking into account 
the complexities of the environment, of having muitiple and 
conflicting objectives instead of simplifying them by focusing 
on a single operational goal and designing a suitable and 
viable strategy on this basis.”!? 


At present, special programmes for employment 
generation are being implemented both in rural and urban 
areas. All these programmes aim at poverty alleviation as 
well. The programmes for the rural poor include 
Swarnajayanti Gram Swarozgar Yojana (SGSY) and 
Sampoorna Grameen Rozgar Yojana (SGRY). The Nehru 
Rozgar Yojana (NRY) was launched in October 1989 for 
the benefit of the urban poor. It was merged into the 
Swarnajayanti Shahari Rozgar Yojana in 1997-98. 
Sampoorna Grameen Rozgar Yojana (SGRY) was launched 
in September 2001. Jawahar Gram Samridhi Yojana (JGSY) 
and Employment Assurance Scheme (EAS) were merged 

; into it. SGRY aims at providing wage employment in rural 
areas as also food security. Mahatma Gandhi National 
) = Rural Employment Guarantee Scheme (MGNREGS) was 
i introduced in February 2006. The Scheme aims to provide 
at least 100 days of guaranteed employment in a financial 
Year to every household in the rural areas covered under the 
| _ Scheme and whose adult members volunteer to do unskilled 
~ manual work subject to the conditions laid down in the Act. 


STRATEGY OF POVERTY ALLEVIATION 

A careful examination of the poverty alleviation 
_ Programmes reveals that the planners have made the 
= 4Ssumption that the poor constitute a homogeneous category. 
| The planners made no attempt to segment the group in 
terms of common characteristics and their requirements. 
According to Indira Hirway, 4 distinction has to be made 
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between the two categories of poor, namely, those who 
have some skill and thus can take up self-employment and 
others who are to be provided with wage-employment. In 
her opinion each category should be treated separately by 
appropriate policy measures.!3 Nilakanatha Rath criticised 
the transfer of assets approach of the IRDP as largely 
misconceived. He favours a programme of creating wage 
employment on a massive scale.'4 


Hirway and Dantwala disagreeing with Rath strongly 
advocate that, in a programme for poverty alleviation, the 
role of self-employment should not be undermined. Self- 
employment is a major form of employment in the rural 
areas and this fact must not be ignored in the strategy of 
poverty alleviation.'!> Further, dependence on wage 
employment alone to tackle the problem of poverty will 
lead to total dependence of the poor on employers. It is also 
likely to accentuate the gap between the rich and the poor 
by strengthening the asset base of the former.'® Therefore, 
the correct approach would be to incorporate both self- 
employment and wage-employment programmes in any 
poverty alleviation strategy. 

At present there seems to be little integration in transfer 
of assets and skills approach and employment approach. It 
is suggested that in future there has to be greater coordination 
between these two elements of poverty alleviation 
programme. The actual mix between the two will, however, 
depend on the circumstances prevailing in the particular 
region for which the micro level plan is prepared. A major 
limitation of the existing poverty alleviation strategy is that 
it has no programmes for those households who neither 
have assets nor skills and, in addition, do not have any able- 
bodied adult member and thus cannot benefit from wage- 
employment programmes. For such a category, separate 
policy measures would be required. Obviously these destitutes 
are to be covered under social security schemes. 

Under the Seventh Plan, the basic emphasis was on 
productive employment rather than the alleviation of poverty. 
The programmes for poverty alleviation were viewed as 
supplementing the basic plan for overall growth. Therefore, 
in the Seventh Plan poverty alleviation was not in focus. 
The planners claimed that the Seventh Plan policies were 
formulated after a careful analysis of lessons from 
performance of various poverty alleviation programmes. 
The Seventh Plan aimed at reducing the percentage of the 
population below the poverty line from 39.9 per cent at the 
beginning of the Plan period to 28.2 per cent by 1990. 
However, as explained earlier in this chapter, there was 
only a modest decline in the incidence of poverty during the 
1980s and early 1990s. This casts serious doubts on the 
correctness of the poverty alleviation strategy of that period. 
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Elimination of poverty was one of the major objectives 
of the Eighth Plan. The planners had hoped to realise this 
objective by pursuing employment-oriented growth strategy. 
Hence, expansion of employment opportunities and 
augmentation of productivity and income levels of both the 
underemployed and unemployed poor were made the 
principal instruments for achieving this goal during the 
Eighth Plan. However, this strategy can show the required 
results only in the medium- and long-term. Therefore, under 
the Eighth Plan short-term employment was provided to the 
unemployed and underemployed poor through the special 
employment programmes. The Ninth Plan relied essentially 
on the trickle-down effects of economic growth for poverty 
alleviation. It nevertheless recognised the role of anti-poverty 
programmes and thus stated, “there is no cause to bring into 
question the utility or size of the anti-poverty programmes 
at the present time.”!” 


The Tenth Five Year Plan sought to achieve a faster 
reduction in poverty rate by redressal of regional imbalances 
for which aggregate growth target was broken down State- 
wise. Thus, the Tenth Plan also like the Ninth Plan relied on 
the trickle-down effect of economic growth for poverty 
alleviation. The Eleventh Five Year Plan also emphasised 
rapid growth of the economy to achieve reduction in poverty. 
However, it emphasised that this growth must be better 
balanced to rapidly create jobs in the industrial and services 
sectors. According to the Plan, “This is necessary if a 
significant portion of the labour force is to shift out of 
agriculture where it is currently engaged in low productivity 
employment, into a non-agricultural activity that can provide 
higher real incomes per head.”!® Alongwith this, it will be 
necessary to improve the income earning opportunities of 
those people who remain in agriculture by raising land 
productivity. The Plan also emphasised the need to 
supplement the above programmes by ‘targeted livelihood 
support programmes’. 

The Twelfth Five Year Plan emphasises ‘faster, 
sustainable and more inclusive growth’. According to the 
planners, while the objective of development is broad-based 
improvement in the economic and social conditions of our 
people, rapid growth of GDP is an essential requirement for 
achieving this objective.!? Two reasons are cited in support 
of this contention. First, rapid growth of GDP produces a 
larger expansion in total income and production which, if 

the growth process is sufficiently inclusive, will directly 
raise living standards of a large section of the population by 
providing larger employment opportunities and other income 
enhancing activities. Second, rapid growth generates higher 
revenues which help to finance critical programmes of poverty 
alleviation and inclusiveness like Mahatma Gandhi National 
Rural Employment Guarantee Scheme (MGNREGS). Sarva 


Shiksha Abhiyan (SSA), Mid-Day Meals (MDMs), Integrated 
Child Development Services (ICDS), National Rural Health 
Mission (NRHM) etc. To ensure that growth is sufficiently 
inclusive, the Twelfth Plan emphasises: (i) faster growth in 
agriculture (especially in rainfed areas where most of the 
poor live); and (ii) faster growth in the manufacturing sector 
as a whole, including medium, small and micro enterprises 
sector (which will generate a much broader spread of 
employment and income earning opportunities). As far as 
the target for poverty reduction is concerned, the Twelfth 
Plan aims at reducing the head-count ratio of consumption 
poverty by 10 percentage points over the Plan period. It also 
aims at generating 50 million new work opportunities in the 
non-farm sector and provide skill certification to equivalent 
numbers over the Plan period. 


Critical Evaluation of the Strategy for Poverty 
Alleviation 


The strategy of poverty alleviation adopted by the 
Government of India suffers from the following limitations: 


First, the income generation orientation of poverty 
alleviation programmes does not recognise the importance 
of increased flow of social inputs through family welfare, 
nutrition, social security and minimum needs programmes 
in alleviating conditions of poverty on a long-term basis. 


Secondly, the programmes have done little for disabled, 
sick and socially handicapped individuals who cannot 
participate in normal economic activities. The strategy for 
poverty alleviation has also failed to do justice to women in 
intra-family distributions. 

Thirdly, income and employment-oriented poverty 
alleviation programmes put additional income in the hands 
of the poor which they can use for buying food. But these 
programmes do not ensure that the poor can really manage 
to get adequate food all the year round for the family with 
the increased income, because this depends on the price, 
supply ease and time distribution of income. 


Fourthly, the household approach focussed around 
self-employment enterprises or wage employment guarantees 
is not correct in the state of continuing demographic pressures 
and increasing smallness of the size of farm holding. G. 
Parthasarthy, therefore, stresses the need for reorienting 
poverty alleviation programmes to build-up what he calls 
‘group power’: (a) for developing land and water resources, 
(b) for preventing perpetuation of exploitative practices, 
and (c) for channelising purchasing power (especially that of 
State) in favour of low income households 2° 


Fifthly, the present approach is nearly blind to the 
existence of secondary poverty which B. Seebohm Rowntré 
defines as a condition in which “earning would be sufficient 
for the maintenance of merely physical efficiency were it 
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f not that some portion of it is abso 
] aither useful or wasteful 
t inefficient housekeeping,”?! 
have shown that alcoholi 
q large number of cases. 


Sixthly, the poverty line crossing criterion for evaluating 
the success of the poverty alleviation programmes is 
insensitive to the income changes occurring below poverty 
Jine. For overcoming this problem, A.K. Sen has suggested 
attaching of weights to various income slabs below poverty 
line 22 

Seventhly, many rural poor depend on natural resources 
for their livelihood. However, the practices of using these 
resources are no longer viable and as a result they are fast 
deteriorating. The government should have taken into 


consideration the implications of this environmental decay 
which unfortunately it has not done. 


Eighthly, the government has failed to make necessary 
changes in anti-poor laws and policies. These laws and 


policies harm particularly the tribals who depend on non- 
timber forest products for their subsistence and cash income.23 


rbed by other expenditure, 
Such as drinking, gambling, 
In India, a number of studies 
c addiction leads to malnutrition in 


Finally, the poverty alleviation programmes often 
ignore the consequences of the earning activities of the poor 


in terms of occupational health hazards and adverse ecological 
consequences. 





CONCLUSION 


As stated earlier in this chapter, the international poverty 
line defined at $1.90 per capita per day shows that 21.2 per 
cent of India’s population lives below the poverty line. The 
estimates of MPI show still higher levels of poverty. 
According to these estimates, 55.3 per cent of India’s 
Population (i.e., 64.2 crore people) suffers from 
multidimensional poverty. These levels of poverty are much 
higher than those reported by the Planning Commission 
during the recent years. As shown earlier, MPI is a 
Comprehensive measure of poverty as it includes various 
dimensions of poverty like years of schooling, child 
Enrolment, mortality, nutrition, electricity, sanitation, drinking 
Water, flooring, cooking fuel and asset ownership. Moreover, 
multidimensional poverty indicators have the advantage that 
they can either be aggregated to form a single index or 

'Saggregated into separate dimensions. Policymakers can 
Us figure which dimension or dimensions is/are most 
responsible for poverty and deserve special attention. 


However, turning a blind eye to this far superior method 
4 Poverty calculation, the Planning Commission continues 
0 stick to its single poverty line based only on household 
Consumer expenditure data. As noted by Prahlad Shekawat, 


_— 
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this could be due to two reasons: (i) the arbitrary poverty 
line provides an excuse for the government to cap budget 
allocation for social welfare; and (ii) it also helps the 
government to claim that high growth trickles down, resulting 
in substantial poverty reduction.74 

UNDP’s research wing has analysed data for more 
than four decades to show that social and economic 
development happens due to systematic and effective 
investments in education, health and equitable living 
standards. Also, the global economic downturn and growing 
unemployment and inequities in recent times following the 
financial crisis in the Western countries has clearly exposed 
the fragility of the GDP-led endless growth model. 


As Amartya Sen has been insisting for a very long 
time, high economic growth is meaningless as an end in 
itself and should be a means for achieving goals like 
education, particularly for girls, health, employment, equity, 
social justice and inclusive participation. 





APPENDIX TO CHAPTER 15: 
UNIVERSAL BASIC INCOME (UBI) 





The idea of an unconditional universal basic income 
(UBI) for everybody, rich or poor, has been around for quite 
sometime in the West. For India, it was first mooted by 
Pranab Bardhan in an article published in Economic and 
Political Weekly in March 2011 wherein he stated that “on 
the universalistic principle of social protection, one of the 
cleanest and least incentive-disruptive ideas, both ethically 
and economically compelling, is that of Universal Basic 
Income (UBD), under which everybody, rich or poor, gets 
an unconditional annual (or periodic) income supplement, ?”?5 


The idea has caught the fancy of a number of economists 
and decision-makers in recent times, so much so that the 
latest Economic Survey presented by the Government of 
India in Parliament on January 31, 2017 denotes a full 
chapter to it.*° Discussion below is based primarily on this 
chapter unless otherwise stated. 


The Conceptual/Philosophical Case for UB] 


The concept of UBI is premised on the idea that a just 
society needs to guarantee to each individual a minimum 
income which they can count on, and which provides the 
necessary material foundation for a life with access to basic 
goods and a life of dignity. A universal basic income is, like 
many rights, unconditional and universal: jt requires that 
every person should have a right to a basic income to cover 
their needs, just by virtue of being citizens. According to 


the Survey, the time has come to think of UBI for the 
following reasons: 
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è Social Justice. UBI is, first and foremost, a test of 
a Just and non-exploitative society. A society that fails to 
Guarantee a decent minimum income to all citizens will fail 
the test of justice. In fact, no society can be Just or stable if 
it does not give all members of the society a stake. 


e Poverty Reduction. Conditional on the presence of 
a well-functioning financial system, a Universal Basic 
Income may simply be the fastest way of reducing poverty. 
UBI is also, paradoxically, more feasible in a country like 
India, where it can be pegged at relatively low levels of 
income but still yield immense welfare gains. 


e Agency. The poor in India have been treated as 
objects of government policy. Our current welfare system 
inflicts an indignity upon the poor by assuming that they 
cannot take economic decisions relevant to their lives. As 
against this, an unconditional cash transfer treats them as 
agents. Moreover, UBI gives the freedom to the poor to 
allocate the cash received according to their own priorities 
regarding spending. Government is in no position to decide 
which risks of the different poor people need to be mitigated 
and how priorities are to be set. 


è Employment and Better Bargaining. UBI is an 
acknowledgement that society’s obligation to guarantee a 
minimum living standard is even more urgent in an era of 
uncertain employment generation. Moreover, UBI could 
also open up new possibilities for labour markets. UBI will 
also improve the bargaining power of workers as they will 
no longer be forced to accept any working conditions, just 
so that they can subsist. 


e Administrative Efficiency. In India, in particular, 
the case for UBI has been enhanced because of the weakness 
of existing welfare schemes which are riddled with 
misallocation, leakages and exclusion of the poor. 


Why Unversalise? 


1. Saving in bureaucratic costs. According to 
Economic Survey 2016-17, there are about 950 Central 
sector and Centrally sponsored sub-schemes in India 
accounting for about 5 per cent of the GDP by budget 
allocation. If the States are also included, the number of 
schemes would be still larger. It is argued that considerable 
gains could be achieved in terms of bureaucratic costs and 
time by replacing many of these schemes with a UBI. 


2. There is misallocation of resources in existing 
welfare schemes. The Survey has examined six top 
government welfare programmes — the PMAY (Pradhan 
Mantri Awas Yojana), SSA (Sarva Shiksha Abhiyaan), MDM 
(Mid Day Meal) Scheme, PMGSY (Pradhan Mantri Gram 
Sadak Yojana), MGNREGS (Mahatma Gandhi National 
Rural Employment Guarantee Scheme) and SBM (Swachh 
Bharat Mission) to estimate their targeting efficiency. The 


Survey finds that there has been considerable misallocation 
of resources under these programmes with the poorest areas 
of the country often obtaining a lower share of governmen; 
resources When compared to their richer counterparts. Many 
districts in Uttar Pradesh, Bihar, Chattisgarh, parts of 
Jharkhand, eastern Maharashtra, Madhya Pradesh ang 
Karnataka, among others, account for a large share of the 
poor and receive a less than equal share of resources. 
Misallocation has repercussions for targeting of 
resources to the poor. It leads to ‘exclusion error’, ie. 
genuine poor find themselves unable to access programme 
benefits. If a State or a district with more poor is allocated 
very little resources, then it is almost certain that some 
deserving households would be excluded. For instance, the 
Survey finds that despite accounting for more than half of 
the poor in the country, the States of Bihar, Madhya Pradesh, 
Rajasthan, Odisha and Uttar Pradesh, could access only 
one-third of the resources spent on the MGNREGS in 2015- 
16. This almost certainly implies that some deserving 
individuals are left out. An estimate of the exclusion error 
from 2011-12 suggests that bottom 40 per cent of the 
population are excluded from the PDS. The corresponding 
figure for 2011-12 for MGNREGS was 65 per cent. 


How Can UBI Overcome These Issues? 


1. UBI is likely to tackle misallocation. The UBI, by 
design, should effectively tackle issues related to 
misallocation. This is due to the reason that a UBI will 
simply amount to a transfer of resources from above and 
need not be ‘accessed’ by beneficiaries. The simplicity of 
the process cannot be overstated: beneficiaries are simply 
required to withdraw money from their accounts as and 
when they please, without having to jump through 
bureaucratic hoops. The simplicity of the process also 
implies that the success of a UB] hinges much less on local 
bureaucratic ability than do other schemes. In addition, by 
focussing on universality, UBI reduces the burden on the 
administration further by doing away with the tedious task 
of separating the poor from the non-poor. 


2. Out-of-system leakage does not happen. 
Conceptually, a UBI reduces out-of-system leakage because 
transfers are directed Straight to the ben eficiaries’ accounts. 
The scope for diversion is reduced considerably, since 
discretionary powers of authorities are eliminated almost 
wholly. Furthermore, UBI’s expanded coverage will likely 
impact out-of-system leakage since the State is answerable 
to a larger section of its citizens. Finally, given the fewer 


avenues for leakages, monitoring a UBI would be easier 
than many other schemes. 


Last mile concerns remain, however. Beneficiaries 
still need to access their bank accounts, either at local bank 
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or post office branches or through BCs (Business 
Correspondents). In this context, Survey notes that the JAM 
= (Jan Dhan, Aadhar, Mobile) system could eventually be 
= usedto provide funds to each individual directly into his or 
am her account. 

yg 3, Reduces exclusion error. Given the link between 
misallocation and exclusion errors, a UBI that improves 
allocation of resources should mechanically bring down 
exclusion error. Furthermore, by virtue of being universal, 
_ exclusion errors under the UBI should be lower than existing 
targeted schemes. 

‘The Cost of UBI 

While many economists have come forward in support 
of UBI, concerns have been raised regarding its potential 
cost. The Survey estimates the UBI at ¥ 7,620 for 2016-17. 
The Survey assumes that in practice any programme cannot 
strive for strict universality, so it sets a target quasi- 
mniversality rate of 75 per cent (which the Survey refers to 
as de facto UBI). The economy wide cost is then the UBI 
umber multiplied by 75 per cent. This yields a figure of 4.9 
ber cent of GDP. This should not be difficult to manage. 
However, as correctly pointed out by the Survey, the process 
of determining a UBI amount is not a one-time exercise: as 
the UBI is a cash transfer, its ‘real’ value tends to be 
determined by inflation in the economy. Over time, the 
same amount of cash transfer may not buy the same amount 
of goods. It is, therefore, important to index it to prices such 
lat the amount gets revised periodically. 

In his own estimates, Pranab Bardhan fixes the UBI at 
in inflation-indexed 7 10,000 at 2014-15 prices to be paid 
© each person per year in India’s the then population of 
25 billion. This comes to about 10 per cent of the Indian 
DP that year. Bardhan estimates regressive subsidies that 
© to the better-off, sections (the so-called ‘non-merit’ 

Ubsidies) at 9 per cent of GDP while the ‘revenues foregone’ 

N the Central budget (mostly in the form of tax holidays and 
eXemptions) amount to about 6 per cent of GDP. Even if 
alf of this 6 per cent of ‘revenues forgone’ is added to the 

gressive subsidies of 9 per cent, the total comes to about 

< per cent of GDP. Accordingly, Bardhan argues that UBI 

‘fiscally not impossible to manage.”’ 

However, as correctly pointed out by Survey, taking 

Way subsidies to the middle class is politically difficult for 

aY government. To tackle this problem, Bardhan argues 

“at Some more taxes will have to be levied (like the property 

“*€8) and by replacing some egregiously dysfunctional 

» Tent welfare policies. 
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Guiding Principles for Setting up a UBI 

Implementing a UBI for a country as large and diverse 
as India is quite difficult and full of challenges. The Survey 
lays down three guiding principles that could help guide 
thinking in this direction. 

1. De jure universality, de facto quasi-universality. 
To enable the exclusion of the obviously rich from the 
programme, a number of possibilities can be considered. 
The Survey lists the following four: 


(i) Define the non-deserving based on ownership of key 
assets such as automobiles or air-conditioners or bank 
balances exceeding a certain size. 


(ii) Adopt a ‘give it up’ scheme wherein those who are 
non-deserving choose to opt out of the programme 
just as in the case of LPG and are given credit for 
doing so. 

(iii) Introduce a system where the list of UBI beneficiaries 
is publicly displayed; this would ‘name and shame’ 
the rich who choose to avail themselves of a UBI. 


(iv) Self-targeting: Develop a system where beneficiaries 
regularly verify themselves in order to avail themselves 
of their UBI — the assumption here is that the rich, 
whose opportunity cost of time is higher, would not 
find it worth their while to go through this process 
and the poor would self-target into the scheme. 


2. Gradualism. A guiding principle is gradualism: 
the UBI must be embraced in a deliberate, phased manner. 
A key advantage of phasing would be that it allows reform 
to occur incrementally — weighing the costs and benefits at 
every step. 

3. UBI and redistributive resource transfers to 
States. A number of State governments receive large amounts 
of transfers that may not prima facie increase growth or 
consumption. The UBI offers a possible way around: a part 
of the redistributive resource transfers may be transferred 
by the Centre directly into beneficiaries’ accounts in the 
form of a pilot UBI programme. 

The Survey advocates the adoption of UBI in urban 
areas first, as these areas are less likely to suffer from poor 
banking infrastructure and lack of individuals with bank 
accounts. 


Arguments against UBI 


1. A common argument against UBI is that it will lead 
to work disincentives (as you get this income without any 
work). However, Bardhan feels that any feasible UBI for 
India in the foreseeable future will be so small that it will 
not significantly replace work. If anything, the poor are 
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Often overworked in back-breaking, oppressive work, and 
it will be better if they, particularly women, can work a little 
less. It can also be a great relief for the stark livelihood 
uncertainties faced daily by a large number of self-employed 
and the marginalised casual and migrant workers, and will 
help them in seeking better jobs. It will also enhance their 


bargaining power against the traders, middlemen, contractors, 
creditors and landlords they encounter.28 


2. Another common argument against UBI is that the 
poor (particularly the poor in the household) will blow it up 
in alcohol and drugs and gambling. However, Bardhan 
points out that there is actually not much evidence of misuse 
of such grants in the accumulating experimental data. There 
are now many experiments in different parts of the world on 
the use of unconditional cash grants, which show that most 


of the money is found to be spent on worthwhile goods and 
Services. 


3. Another concern is: Should income be detached 
from employment? According to the Survey, the society 
already does this, but largely for the rich and the privileged. 








Any society where any form of inheritance or accepting  !4- 
non-work related income is allowed, income is already 13 
detached from employment. So, receiving a small unearned 16. 

income as it were, from the State, should be economically 
and morally less problematic than the panoply of ‘unearned’ 7. 

income our societies allow. 

4. There are people who argue that the proposal of = 
UBI for India is not politically feasible. Bardhan argues that 49. 

although this argument is true to an extent, the idea of UBI 
is worth a try. It is necessary to mobilize public opinion and 20. 

activate social movements in its favour. As pointed out by 
Survey, “It is important that UBI is not framed as a transfer 3] 
payment from the rich to the poor. Its basis is rather different. 22. 

UBI gives concrete expression to the idea that we have a 
right to a minimum income, merely by virtue of being 23. 

citizens. It is the acknowledgement of the economy as a 

common project. This right requires that the basic economic 
structure be configured in a way that every individual gets = 
basic income.”2? 25. 
26. 
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Chapter 


INCOME INEQUALITIES 


IN INDIA 








In order to understand the impact of development 
exercise on the economic welfare of the people in a proper 
perspective, economists generally investigate how the gains 
of economic growth in a developing country are distributed, 
which economic groups benefit from the increase in income 
and if over the years distribution of income fails to improve, 
then what are the causes for disequalising growth. In this 
chapter, we shall be explaining basic issues related to income 


distribution in our country. More specifically, we shall address 
the following issues: 


e The extent of income inequalities in India 
e Causes of income inequalities in India 


e Government policy and measures — policy options 
and areas of intervention. 





INCOME INEQUALITIES IN INDIA 





During the last few years, India has emerged as one of 
the fastest growing major economies of the world. However, 
what is a matter of concern is the fact that income inequalities 
have increased considerably with the top rich section of the 
population cornering most of the benefits. This is vividly 
brought out by the various studies on income inequalities 
conducted by different researchers and institutions in recent 
period. We present the result of some of these studies in this 
section. Due to the differences in data sources, years of 
comparison and methodology adopted, and also due to the 
fact that some measure inequalities in income while some 
measure inequalities in wealth, results of these studies differ 
from one another. However, all of them reach the conclusion 
that the income/wealth inequalities in India have increased 
considerably during the economic reforms period, especially 
during the last few years. All the gains of growth have 
accrued to a minuscule rich of the population while the 
majority continues to live in abject poverty. 

The Study of Lucas Chancel and Thomas Piketty, 
2017. The celebrated author of the classic work Capital in 
the Twenty First Century, Thomas Piketty has brought out 
a well researched and a comprehensive study on income 
inequalities in India for a very long period of time spanning 
a period of more than nine decades in collaboration with his 
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colleague Lucas Chancel from Paris School of Economics. 
The study entitled “Indian Income Inequality 1922-2014: 
From British Raj to Billionaire Raj?” was published in July 
2017.! Chancel and Piketty take into account the income tax 
data, NSSO household surveys data and national accounts 
data to study the extent of income inequalities in India. The 
main results of their study are as follows: 


1. The share of national income accruing to the top 
1 per cent income earners is now at its highest level since 
the creation of the Indian income tax in 1922. In other 
words, the current income inequality in the country is worse 
than it was before Independence. The top 1 per cent accounted 
for 20.7 per cent income in 1939-40 (the highest level 
recorded in the pre-Independence period). After this, the 
top 1 per cent saw their share in total income dip, reaching 
a low of 6.2 per cent in 1982-83. However, since then, their 
share in national income started rising again and reached a 
level of as high as 21.7 per cent in 2013-14. 


2. From 1980 to 2014, the top 1 per cent captured 
29 per cent of total growth, as much as the bottom 84 per 
cent put together. 


3. The income threshold to enter the top 1 per cent 
category was < 12.26 lakh in 2014, while the average income 
of this group was Ẹ 30.9 lakh which is about 22 times the 
national average. Real incomes of this group have grown at 
an average of 6.7 per cent per annum from 1980 to 2014. 


4. The share of the super-super rich (the top 0.1 per 
cent) has risen to 8.6 per cent in 2013-14, up froma low of 
1.7 per cent in 1982-83, with their real incomes growing at 
7.92 per cent per annum over the past three-and-a-half 
decades. These 8,00,000 individuals who comprise the top 
0.1 per cent, captured more growth (12 per cent) than the 
bottom 50 per cent put together (11 per cent) over the period 
1980-2014. This is considerably worse than the situation in 
China where the top 0.1 per cent captured 6 per cent of total 
national income growth over the said period. 


5. Cumulatively, the top 10 per cent now account for 
55 per cent of all income. On the other hand, the share of 
the middle 40 per cent has fallen to a historic low of 
29.6 per cent. The deterioration in the distribution can be 
seen from the fact that in 2000, the top 10 per cent and the 
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middle 40 per cent captured exactly the same amount of 
income. 


6. The bottom 50 per cent, whose share had risen 
from 19 per cent in 1955-56 to a high of 23.6 per cent in 
1982-83, accounted for only 14.9 per cent of income in 
2013-14. 


7. Per capita incomes of the top 10 per cent grew at an 
average of 4.96 per cent per annum from 1980 to 2014, 
while those of the middle 40 per cent grew by 2.02 per cent 
per annum; and those of the bottom 50 per cent grew by 
only 1.94 per cent per annum 


8. The average income of an adult in the top I per 
cent was 70 times the average of the bottom half and 
35 times that of the middle 40 per cent. 


World Inequality Report 2018. The World Inequality 
Report 2018 was released on December 14, 2017 by World 
Wealth and Income Database which tracks information on 
income distribution across the world. The report was 
coordinated by economists Facundo Alvaredo, Lucas 
Chancel, Thomas Piketty, Emmanuel Saez and Gabriel 
Zucman and shows unequal impacts of globalisation in the 
world over the past 40 years. As far as India is concerned, 
the Report reproduces the results of the Report prepared by 
Lucas Chancel and Thomas Piketty considered above and 
points out that the inequality in India has risen substantially 
from the 1980s onwards, follo wing profound transformations 

in the economy that centered on the implementation of 
deregulation and opening-up reforms. This is clear from 
the fact that since the beginning of deregulation policies in 
the 1980s, the top 0.1 per cent earners have captured more 
growth than all of those in the bottom 50 per cent combined. 
The middle 40 per cent have also seen relatively little 
growth in their incomes. According to the Report, “this 
rising inequality trend is in contrast to the thirty years that 
followed the country’s Independence in 1947 when income 
inequality was widely reduced and the incomes of the bottom 
50 per cent grew at a faster rate than the national average”. 
However, by 2014, the national income share of the bottom 
50 per cent was just two-thirds of the share of the top 1 per 
cent, who totalled 7.8 million. According to the Report, 
“These evolutions are consistent with the dynamics of Indian 
wealth inequality, which exhibit a strong increase in the top 
10 per cent wealth share in the recent period, in particular 
after 2002. “Highly unequal income growth at the top 
mechanically drives wealth inequality across the population, 
which in return fuels income concentration’”.4 


Global Wealth Reports by Credit Suisse. According 
to the report on Global Wealth released by Credit Suisse in 
November 2016, the share of the top 1 per cent in the 
country’s wealth rose from 36.8 per cent in 2000 to as 


high as 58.4 per cent in 2016. In fact, inequalities haye 
increased considerably in recent years. For example, the 
share of the top 1 per cent in country’s wealth which was 
40.3 per cent in 2010 rose to 58.4 per cent in 20 6. Over the 
same period, the share of the top 10 per cent in country’, 
wealth increased from 68.8 per cent to 80.7 per cent. The 
fate of the poor would be clear from the fact that the bottom 
half of the population owned a mere 2.1 per cent of the 
country’s wealth in 2016.° 


According to Global Wealth Report by Credit Suisse 
released in November 2017, the acceleration in wealth 
creation in India has not been uniform. Nine out of every 10 
adults have wealth below $ 10,000. Indeed, the median 
wealth per adult is as low as $ 1,295. At the other extreme. 
just 0.5 per cent of adults (about 4.2 million) have a networth 
over $ 1,00,000. According to Credit Suisse estimates, 1.820 
adults have wealth over $ 50 million and 760 have more 
than $ 100 million.® 


Oxfam Report, 2018. In its Report titled “Reward 
Work, Not Wealth” released by Oxfam International in 
January 2018, it is observed that during 2017, the richest 1 
per cent of the people cornered as much as 73 per cent of 
the national income generated in the country. As against 
this, 670 million Indians, who comprise the poorest half of 
the population saw just 1 per cent increase in their wealth. 


In 2016, 58 per cent of national income went to India’s 
richest 1 per cent. 


The Report also points out that the wealth of India’s 
richest 1 per cent increased by © 20,913 billion during 2017 


~ an amount equivalent to the total budget of the Indian 
government for the year 2017-18. 


India added 17 new billionaires in 2017, taking the 
total to 101. Indian billionaires’ wealth rose by © 4,891 
billion in 2017 — from 2 15,778 billion to over ¥ 20,676 


billion — making the country one of the most unequal in 
the world.’ 


CAUSES OF INCOME INEQUALITIES 
IN INDIA 
ÄM 


The foregoing evidence candidly shows that there are 
glaring income inequalities in India. The mai 
these inequalities are as under: 


1. Inequalities in land o 
of tangible wealth in the 


concentration of landed property in India during the British 
period on account of the zamindari system. The zamindari 
system was abolished immediately after Independence, yet 
the concentration of land Ownership could not be broken. 


n reasons for 


wnership and concentration 
rural sector. There was 
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Ing just 0.39 hectare). If we 
holdings together (with area 
hat as many as 85.0 per cent 


holdings but operated 10.6 p 
area (average size of such ho 
hectares). Almost all experts 


€r cent of the total cultivated 
Idings being as large as 17.38 
are of the view that the major 


concentrated Ownership of land and other assets. 


2. Concentration of assets in private corporate 
sector. There is an extreme concentration of economic 
wealth and power in the hands of large industrialists and 
they have succeeded in acquiring massive assets over time. 
They have been aided in their efforts by the easy availability 
of finance from banks and other financial institutions, besides 
equity capital which they raise from the market. In fact, 
with increasing facilities and growth opportunities being 
provided to the large industrialists in the period of economic 
reforms (i.e., the period since 199] ), tendencies of increasing 
concentration of wealth and economic power have been 
further strengthened. For instance, as on March 31, 1995, 
the 10 largest private industrial companies had aggregate 
assets worth ¥ 45,830 crore. As against this in 2016-17, 
Reliance Industries (the largest private sector company) 
alone had assets worth ¥ 4,92,562 crore. The top 5 private 
sector companies (in terms of assets) in this year were 
Reliance Industries, Bharti Airtel, Tata Motors, Larsen and 
Toubro, and Vedanta and their combined assets were as 
large as € 11,33,786 crore.® 


3. Rising capital intensity of technology. With massive 
changes in technology taking place over the years (particularly 
in the field of information technology), there has been a 
Significant shift of demand in favour of capital vis-a-vis 
labour, thereby raising the share of profits relative to wages. 
It has also shifted demand in favour of more skilled workers 
telative to less skilled workers, thereby raising wage 
differential between skilled work, including the work of 
Managers, and unskilled work. Both these trends have, in 
turn, raised inequality. 


4. Inflation and the price rise. Inflationary pressures 

ve accentuated in the economy over the years eroding the 
teal income of the working class, while the industrialists, 
traders, and farmers with large marketable surplus have 
benefited a great deal from this process. In India, very little 
has been done to offset this redistributive effect of inflation, 
and as gq result it has greatly increased income inequalities. 
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5. Inequity in credit facilities. In India, there is inequity 
in credit facilities which accentuates the inequalities arising 
from an unequal distribution of wealth. Business firms and 
individuals having an access to the formal capital markets 
manage to obtain finance on very favourable terms, while 
vast mass of small and marginal farmers, agricultural labourers 
and artisans depend heavily on moneylenders who charge 
an exorbitant rate of interest and also exploit these poor 
people in a number of ways. 


6. Urban bias in private investment. While 70 per 
cent of the population in this country lives in rural areas, 
about 70 per cent of private investment goes to industries in 
urban areas. Therefore, there is a distinct ‘urban bias’ in the 
pattern of private investment. This urban bias takes the form 
of highly mechanised projects in which the share of wages 
in value added is relatively low. Therefore, as noted by 
Keith Griffin, “the rate of employment creation in the capital- 
intensive sector is slow, sometimes not even as fast as the 
rate of growth of the labour force.”® This naturally leads to 
inequality in income distribution. 

7. The role of the government. Though the State is 
often proclaimed as a ‘precursor’ and ‘initiator’ of economic 
change in India, the fact is that the State investment 
essentially plays a supportive role to private investment 
(especially the large and capital-intensive enterprises). This 
is due to the fact that the State depends for its support on 
the same social forces which own the wealth of the country 
and supply the technicians, administrators and the dominant 
political groups. In such an environment, the government 
merely guards the status quo and adopts policies which, on 
balance, are designed to perpetuate the hegemony of the 
propertied classes and those allied to them. Even the public 
expenditure policies in the field of social welfare, i.e., 
health, education, social security and public housing help 
the relatively better off people more than they help the 
wretched poor belonging to the lowest income groups. 

8. Economic reforms and liberalisation. Over the 
past four decades, the Indian economy has undergone 
profound changes. In the late 1970s, India was recognised 
as a highly regulated, centralised economy with socialist 
planning. But from the 1980s onwards, a large set of 
liberalisation and deregulation reforms were implemented. 
The process got a further boost in 1991 when macroeconomic 


ural adjustment programme was 
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to Wealth Inequality Report 2018, these reforms were 
concomitant with a dramatic rise in Indian income 
inequality.!° 





GOVERNMENT POLICY AND MEASURES 





In the earlier phase of economic planning, elimination 
of inequalities in income distribution was one of the 
proclaimed objectives of the government in this country. 
Plan documents and policy declarations of the State from 
time-to-time indicated various measures for reducing income 
inequalities. In this section, we discuss some of these measures 
and examine their impact on income inequalities. 


1. Land reforms and redistribution of agricultural 
land. It is a well-known fact that income inequalities in the 
rural sector emanate mainly from the concentration of 
agricultural land. Before the abolition of the zamindari 
system most of the land belonged to the absentee landlords 
who appropriated a large portion of the agricultural 
production while the tiller of the soil got hardly enough for 
subsistence. Thus, legislative measures were undertaken to 
abolish landlords and other intermediaries and ceilings on 
holdings were fixed. Serious attempts to carry out these 
reforms would have broken the concentration of agricultural 
land. But unfortunately not only the legislative measures to 
carry out land reforms were inadequate and defective, their 
implementation was also scuttled at various levels. As a 
consequence, even now about 40 per cent of the agricultural 
land belongs to top 5.0 per cent of the rural households. 


2. Control over monopolies and restrictive trade 
practices. Control of monopoly tendencies is considered 
necessary for reducing income inequalities. However, for 
more than two decades after this country got Independence 
virtually nothing was done to prevent the growth of 
monopolies. The Monopolies and Restrictive Trade Practices 
Act was passed as late as 1969. It was stated in the preamble 
of the Act that it would permit operation of the economic 
system only in the manner that the growth of monopolies 
resulting in concentration of economic power did not take 
place. The Act, thus, provided for control over monopolies 
and also for prohibiting restrictive trade practices. In case 
of business houses indulging in objectionable restrictive 
trade practices, their cases were to be handed over to the 
Monopolies and Restrictive Trade Practices Commission 
whose judgement would be binding on erring enterprises. 
In practice, these measures were found rather inadequate 
and ineffective. Not only this, the government further 
liberalised these measures on one pretext or the other. Even 
the industrial licensing machinery which was 

protect and encourage small industries had 
h the Hazari Committee of the Planning 


earlier, 
expected to 
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Commission (1967) and the Dutt Committee of the 
Government of India had noted that the bigger industria] 
houses had utilised the licensing system to the detriment of 
small enterprises. Now with the increasing stress on 
liberalisation in the industrial sector and the increasing 
trends of consolidation, mergers and acquisitions, 
monopoly trends have further strengthened and e 


i conomic 
disparities have increased. 


3. Employment and wage policies. Until the Fourth 
Five Year Plan, the employment objective was not taken 
seriously. T.N. Srinivasan has succinctly remarked that 
“employment schemes proposed in the plans were like 
frills added to their structure.”!! However, since the 
beginning of the Fourth Plan some special programmes 
were undertaken such as the Crash Scheme for Rural 
Employment, the Drought Prone Areas Programme, self- 
employment schemes for engineers, employment schemes 
for educated unemployed, Food for Work Programme and 
so on. These programmes were short-lived as they were 
undertaken in an ad hoc manner. The Integrated Rural 
Development Programme (IRDP) was started in 1978-79 
and extended to the entire country during the Sixth Plan 
period. The Integrated Rural Development Programme, the 
National Rural Employment Programme (NREP) and the 
Rural Landless Employment Guarantee Programme 
(RLEGP) aimed at providing employment to the rural poor 
with a view to eliminating poverty in the countryside. On 
April 1, 1989, the NREP and the RLEGP were merged into 
the Jawahar Rozgar Yojana. No doubt, these attempts were 
in the right direction, but the experience at the implementation 
level was very disappointing. The IRDP and allied 
programmes such as Training of Rural Youth for Self- 
Employment and Development of Women and Children in 
Rural Areas have been restructured into a single self- 
employment programme called Swarnajayanti Gram 
Swarozgar Yojana (SGSY) from April 1999. The JRY has 
been rechristened and renamed as Jawahar Gram Samridhi 
Yojana (JGSY) with effect from April 1999. The UPA 
government at the Centre introduced Mahatma Gandhi 
National Rural Employment Guarantee Scheme 
(MGNREGS) in 2006. This is the most ambitious scheme 
introduced in the post-Independence period to alleviate 
poverty. 

Role of statutory minimum wage in ameliorating the 
condition of the poor is limited in this country. In India, 
hardly 10 per cent of the working population 1s presently 
employed in the organised sector. The statutory wage 
provisions become unenforceable and ineffective, 
particularly in the countryside where agricultural labour 1$ 
not only ignorant of law, but is also unorganised and 
oppressed. In contrast, the workers in the organised sector 
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able to maintaj : 
have been abl maintain, and in certain cases, even 
improve their incomes over the years 


4, Social security measures. Although the country 


does not have a comprehensive social security system, yet 
there are some social security provisions which are expected 
to help the workers in the organised sector. For example 
the Workmen’s Compensation Act entitles industrial workers 
to compensation 1n case of injury resulting in death, disability 
or disease while on duty. Similarly, the Maternity Benefit 
Act regulates the employment of women workers for certain 
periods before and after child birth and the Employees’ 
Provident Fund Act entitles workers employed in organised 
industries to the benefit of provident fund. The most 
comprehensive social security measure, however, is the 
Employees State Insurance Act which entitles the insured 
workers to medical benefits, disability benefit, benefits for 
the period of sickness, maternity benefit and benefits to 
dependents. Undoubtedly, these social security measures 
are of great importance and their contribution in alleviating 
destitution in urban life is not small. Nonetheless, social 
scientists and other experts insist that unemployment dole 
and old age pension are the only measures which make a 
frontal attack on poverty and thereby reduce income 
inequalities. Unfortunately, these measures have not been 
introduced in India as yet. 


5, Minimum needs programme. Since the beginning 
of the 1970s, a very influential section of development 
economists has started asking for the pursuit of the minimum 
needs programme in developing countries. They assert that 
the benefits of growth do not automatically percolate 
downwards and thus less developed countries have no choice 
except to pay direct attention to the basic needs of the 
people at the lowest strata of the society. They further 
argue that it would be wrong to believe that there is 
necessarily a conflict between the two objectives, viz., the 
basic needs and growth. Their assertion is that while ensuring 
of the fulfilment of the basic needs does not hinder economic 
growth, the reverse, as the experience in the various 
developing countries has proved, ts not true.'2 This approach 
influenced the planners in this country also. In the late 
1970s and early 1980s the planners argued that the Minimum 
Needs Programme which was introduced in the Fifth Plan 
was not only directed towards the alleviation of poverty but 
also aimed at assisting economic growth. The Sixth Five 
Year Plan stated thus, “The programme is essentially an 
investment in human resources development. The provision 
of free or subsidised services through public agencies 1s 
expected to improve the consumption levels of those living 
below the poverty line and thereby improve the productive 
efficiency of both the rural and urban workers. This 
integration of social consumption programmes with 


economic development programmes is necessary to 
accelerate growth and to ensure the achievement of plan 
objectives.”’!? 


6. Programmes for the uplift of the rural poor. The 
hardcore of the poverty is to be found in the rural areas. 
The poorest sections in the rural areas belong to the families 
of landless agricultural labourers, small and marginal farmers, 
rural artisans, Scheduled Castes and Scheduled Tribes. /n 
order to raise income of these categories of rural poor, 
broadly the following three types of programmes have 
been undertaken: (i) Resource and income development 
programme for the rural poor, (ii) Special area development 
programme, and (iii) Works programme for creation of 
supplementary employment opportunities. 


A number of programmes for the uplift of the rural 
poor falling in one category or the other have been introduced 
in the planning period. However, the programmes int roduced 
earlier were often overlapping. They not only faced 
difficulties in effective monitoring and accounting but also 
lacked a clear perspective. “In practice, therefore, these 
programmes were reduced to mere subsidy giving 
programmes shorn of any planned approach to the 
development of the rural poor as an in-built process in the 
development of the area and its resources.””!4 


The Sixth Plan intended to overcome these problems 
by undertaking one single integrated programme known as 
the Integrated Rural Development Programme (IRDP). This 
programme aimed at helping the rural poor in more than 
one way. But its major thrust was on the creation of 
productive assets for the vulnerable sections of the rural 
population. Since seasonal unemployment and 
underemployment are the major factors in rural poverty, a 
special programme known as the National Rural Employment 
Programme was conceived to eliminate unemployment in 
the countryside. The Seventh Five Year Plan claimed that 
the two anti-poverty programmes started under the Sixth 
Plan had considerably benefited the rural poor. On April 1, 
1989 a comprehensive employment programme was adopted, 
and the NREP, the RLEGP and the Jawaharlal Nehru Rozgar 
Yojana were merged into it. The merged programme was 
named Jawahar Rozgar Yojana (JRY). The JRY has been 
restructured with effect from April 1999 and has been 
renamed as Jawahar Gram Samridhi Yojana (JGSY). At 
present some special programmes for the uplift of the rural 
poor are being implemented. Important programmes from 
this point of view are Swarnajayanti Gram Swarozgar Yojana 
and Sampoorna Grameen Rozgar Yojana. The most ambitious 
programme — Mahatma Gandhi National Rural Employment 
Guarantee Scheme (MGNREGS) was launched in February 
2006. These programmes for the uplift of the rural poor are 
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expected to reduce income inequalities in the countryside 
besides alleviating poverty. 


7. Taxation. Looking at the taxation structure and the 
degree of progression in the rates of direct taxes one gets 
the impression that the Indian tax system is progressive and 
has been designed to prevent concentration of wealth in a 
few hands. Is it really so? This question is difficult to 
answer. It requires information about the actual and not 
disclosed incomes. There is large undisclosed income of 


the people in the topmost income brackets which no 
economist can hope to know. 


Amaresh Bagchi rightly asserts, “The Sharpness of 
progression in the nominal rates is, however, no guarantee 
of the redistributive effect of tax. Much depends on the 
extent to which the tax base comprehends the various 
ingredients of economic power. The base on which income 
tax is levied in India corresponds to what is called in the tax 
jargon a ‘realised income’ and is arrived at after allowing 
for all expenses of earning (subject to a few restrictions), In 
addition, the law allows numerous exemptions and deductions 
in order to promote various “non-tax” objectives. No 
Systematic attempt has been made to examine how the 
Indian income tax base compares with a true index of the 
economic position of the tax payers such as the net accretion 
concept of income which is more relevant for judging the 
impact of taxes on the distribution of the command over 
goods and services in the community. Data required for 
such an enquiry are simply not available.”!> Thus, on the 
basis of superficial examination of the tax rates it would be 
wrong to claim that Indian tax system redistributes income 
in favour of the poorest sections of the society. Taxation of 
income on the basis of realisation, as is the practice in this 
country, does not touch the major source of inequality. 


To sum up, the various measures supposedly 
undertaken by the government have made little impact on 
poverty, and thus income inequalities perpetuate in their 
ugliest form. In this country, although rich and poor, literate 
and illiterate, men and women, all participate in electing 
the government, yet the power always remains in the hands 
of the capitalists, landlords and rich farmers. 
In fact, as pointed out by the World Inequality Report 2018, 
because of the transfer of public wealth into private hands, 
the capacity of the national governments to effectively 


tackle the problem of income inequality has considerably 
reduced in recent times. This is very much true in the case 
of our country as well. Under these circumstances, one 
should not expect any positive approach from the government 
for the elimination of economic disparities. However, if the 
employment generation programmes currently being 
undertaken by the government succeed, more employment 
opportunities are likely to be created. This might help 
somewhat in reduction of poverty. But, income inequalities 
are not likely to decline. They can decline only if strong and 
effective redistributive policies are implemented by the 
government. Such policies would include changes in 
distribution of assets, direct redistributive transfers, increased 
spending on health and education and creation of quality 
jobs and social safety nets for the poor and vulnerable. 
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Before the arrival of Britishers, India was industrially 
more advanced as compared to the economies of the West 
European countries. The Britishers systematically destroyed 
the industrial base of India. As a result, India inherited a 
weak industrial base, underdeveloped infrastructural facilities 
and a stagnant economy at the time of Independence. The 
government called an Industries Conference in December 
1947 to consider ways and means to utilise the existing 
capacity more fully and to harness industry to the growing 
requirements of the people. The Conference was attended 
by the representatives of the Central and Provincial 
governments, industrialists and labour. To ensure better 
relations between management and employees, a tripartite 
agreement was entered into which provided for three-year 
industrial truce between the management and labourers. 
With the purpose of assisting industrial development, the 
government granted certain tax concessions to industry in 
1948-49 and passed the Bill to establish the Industrial 
Finance Corporation of India. The industrial policy resolution 
was also passed in 1948. These factors had a favourable 
impact on industrial development. The official general index 

of industrial output (base 1946 = 100) registered an increase 
of 17.4 per cent over the period 1946 to 1951. In this 
chapter, we shall discuss: 
e Programmes for industrial development under the 
plans 
© Trends in industrial production during the period of 
planning 
e Changes in industrial pattern during the plans 
e Some problems of industrial development in India. 


me 
PROGRAMMES FOR INDUSTRIAL 
DEVELOPMENT UNDER THE PLANS 


On the eve of the First Plan, the industrial development 
in India was confined largely to the consumer goods sector, 
the important industries being cotton textiles, sugar, salt, 
Soap, leather goods and paper. Thus, the industrial structure 
exhibited the features of an underdeveloped economy. 
Industries manufacturing ‘intermediate products’ like coal, 
cement, steel, power, alcohol, non-ferrous metals, chemicals 
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INDUSTRIAL DEVELOPMENT 
DURING THE PLANNING PERIOD 


etc. were also established but their production was small as 


productive capacity was considerably below the requirements 
(except cement). As far as the capital goods sector Is 
concerned, only a small beginning had been made. On the 
whole, while consumer goods industries were well- 
established, producer goods industries lagged consider ably 
behind. 

The First Plan did not envisage any large-scale 
programmes of industrialisation. Accordingly, only 7 55 
crore out of the total expenditure of 7 1,960 crore in the 
First Plan (a mere 2.8 per cent) was spent on ‘industry 
and minerals.’! The Plan made an attempt to give a practical 
shape to the concept of mixed economy by providing for 
the development of both, the public sector and private 
sector, in a complementary manner. 

The Second Plan accorded top priority to programmes 
of industrialisation as would be clear from the fact that 
the expenditure on industry and minerals was hiked to 
F938 crore under this plan which was 20.1 per cent of the 
total expenditure of ¥ 4,672 crore. Based on Mahalanobis 
Model, the Second Plan set out the task of establishing 
basic and capital goods industries on a large scale so that 
a strong base for industrial development in the future could 
be built. The strategy was spelt out in the Plan in the 
following words: “If industrialisation ts to be rapid enough, 
the country must aim at developing basic industries and 
industries which make machines to make the machines 
needed for further development. This calls for substantial 
expansion in iron and Steel, non-ferrous metals, coal, 
cement, heavy chemicals and other industries of basic 
importance...” Accordingly, such industries were given 
top priority in the industrial sector. Three steel plants of one 
million tonnes ingot capacity each were set up in the public 
sector at Bhilai, Rourkela and Durgapur besides the expansion 
and modernisation programmes undertaken in the private 
sector. Third Five Year Plan also pressed forward with the 
establishment of basic capital and producer goods industries 
— with special emphasis on machine building programme 
— so that the growth of the economy in the subsequent 
plans could become self-sustaining. As a result, programmes 
for expansion and diversification of capacity of the heavy 
engineering and machine building industries, castings and 
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forgings, alloys tool and special steels, iron and steel and 
ferro-alloys, and steps to increase the output of fertilisers 
and petroleum products were undertaken, Expenditure on 
industry in the Third Plan was Ẹ 1,726 crore which was 
20.1 per cent of the total expenditure of <= 8,577 crore 
under the Plan. 


The above discussion shows that the Second and 
Third Plans placed great emphasis on building up the capital 
goods industries and basic industries. As a result, the 
industrial structure built up over these plans was heavily 
biased in favour of these industries. Most of these industries 
were set up in the public sector with the result that the size 
of the public sector also grew rapidly. The growth of the 
consumer goods industries was mostly left to the private 
sector. This structure of industrial development was promoted 
and nurtured in the Fourth and Fifth Plans also with minor 
changes here and there. Out of the total expenditure of 
7 15,779 crore in the Fourth Plan, industry received 
¢ 2,864 crore (i.e., 18.2 per cent of the total). The expenditure 
on industry was hiked to 22.8 per cent (= 8,989 crore out 
of the total of ¥ 39,426 crore) in the Fifth Plan. 


In a review of industrial development over the thirty 
years of planning, the Sixth Plan noted that industrial 
production had increased by about 5 times during this 
period. More important than this quantitative increase in 
output was the fact that the industrial structure had been 
widely diversified covering broadly the entire range of 
consumer, intermediate and capital goods. Expenditure on 
the industrial sector in the Sixth Plan was 7 15,002 crore 
which was 13.7 per cent of the total expenditure of 
7 1,09,292 crore in the Plan. The period of the Sixth Plan 
saw wide range changes in the industrial policy of the 
government. The industrial and trade policies were 
substantially liberalised. As a result, industrial production 
started picking up but it also created certain distortions in 
the economy as the import-intensive sector of consumer 
durables and the group of chemicals, petrochemicals and 
allied industries marched much ahead of other sectors and 
groups of industries. 

The overall outlay envisaged in the Seventh Plan for 
industrial and mineral programmes (as stated earlier, data 
on village and small-scale industries are excluded) in the 
public sector was ~ 19,663 crore. As against this, the 
actual expenditure was T 25,971 crore which is 11.9 per 
cent of the total expenditure of ¥ 2,18,730 crore in the 
Seventh Plan. Industrial production was targeted to grow 
at the rate of 8.7 per cent per annum. The actual average 
rate of growth during the Seventh Plan works out at 8.5 per 
cent per annum. As far as the Eighth Plan is concerned, the 
overall outlay for industrial and mineral programmes in the 


public sector was kept at 7 40,588 crore. This was only 9.3 
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per cent of the total outlay of © 4,34,100 crore in the PI, 
This reduced allocation to industry and minerals in k 
Eighth Plan was in line with the liberalisation measure 
announced in the New Industrial Policy of 1991, accordin, 
to which, the private sector is now destined to play a 
increasingly important role in industrial activities, especial}, 
in those fields where security and strategic or ae 
considerations are not important. Data on actual expenditure 
on the industrial sector in the Eighth Plan reveal that the 
actual expenditure on industry during the Eighth Plan 
period was just Ÿ 40,623 crore out of the total Plan 
expenditure of € 4,85,457 crore. This comes to just 8.4 per 
cent of total expenditure under the Eighth Plan. 


The Ninth Plan outlay for industry and minerals wa, 
kept at X 65,148 crore (the Ninth Plan allocations were 
made broad sector-wise, therefore this includes data on 
village and small-scale industries as well). This was 7.6 per 
cent of the total Plan outlay of ¥ 8,59,200 crore. However. 
the actual expenditure on industry and minerals in the 
Ninth Plan was only ¢ 40,408 crore which was just 5.0 per 
cent of total actual expenditure in the Plan. The Ninth 
Plan envisaged an industrial growth rate of 8.2 per cent per 
annum while the actual growth rate was only 5.0 per cent 
per annum. 


The Tenth Five Year Plan proposed an outlay of 
T 58,939 crore for industry and minerals which was just 
3.9 per cent of the total outlay of € 15,25,639 crore. As 
against this, the actual expenditure on industry was 
T 64,655 crore which was 4.0 per cent of actual expenditure 
under the Tenth Plan. This reduced allocation to industry 
is in line with the government’s strategy to liberalise and 
privatise and give more space to the private sector to 
expand its activities. In this context, the following statement 
of the Plan is noteworthy, “The industrial development 
Strategy is being re-oriented towards enabling our vibrant 
private sector to reach its full entrepreneurial potential, t0 
contribute towards production, employment and income 
generation. Unless the economic environment is conducive 
to high levels of private sector participation, there can be 
little progress in accelerating industrial development and 
growth.” The Plan set an ambitious target of 10 per cent 
per annum growth for the industrial sector whereas 
achievement was 8.2 per cent per annum. The Eleventh 
Five Year Plan proposed an outlay of = 1,53,600 crore for 
the industrial sector which was 4.2 per cent of the total plan 
outlay of  36,44,718 crore (at 2006-07 prices).> Target for 
growth in the industrial sector was kept at 10 per cent per 
annum. The actual expenditure in the Eleventh Plan W° 
X 1,85,653 crore (at current prices) which was 5.1 per ce"! 
of total expenditure. The rate of growth of the industrial 
sector in this Plan was 6.9 per cent per annum. The 
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qwelfth P lan proposed ee outlay of F 3,77,302 crore (at 
current prices) for the industrial sector which is 4.9 per 
cent of the total outlay of © 76,69,807 crore.4 Target for 
industrial growth was kept at 10 per cent per annum. 


LL 
TRENDS IN INDUSTRIAL PRODUCTION 
Ew 


Industrial development during the period of planning 
can be divided into the following distinct phases: (i) Phase 
j which covered the period of the first three plans (i.e., the 

riod 1951 to 1965) laid the basis for industrial development 
in the future by building up a strong industrial structure; 
(ii) Phase II which covered the period 1965 to roughly 
1980 was marked by industrial deceleration and structural 
retrogression; (iii) Phase III which covered the period of 
1980s (1980-81 to 1990-91) was marked by industrial 
recovery; and (iv) Phase IV covering the post-reform 
period (i.e., the period 1991-92 onwards). 


Phase I (1951-65): Building up of Strong 
Industrial Base 


As noted above, Phase I laid the basis for industrial 
development in the future. The Second Plan, based on 
Mahalanobis model, emphasised the development of capital 
goods industries and basic industries. Accordingly, huge 
investments were made in industries like iron and steel, 
heavy engineering, and machine building industries. The 
same pattern of investment was continued in the Third Plan 
as well. As a result, as shown in Table 26.1, there occurred 
anoticeable acceleration in the compound (annual) growth 
rate of industrial production over the first three Plan 
periods upto 1965 from 5.7 per cent in the First Plan to 
7.2 per cent in the Second Plan and further to 9.0 per 
cent in the Third Plan. What is significant from the point 
of view of long-run industrial development is the fact that 


the rate of growth of capital goods industries shot up 
considerably from 9.8 per cent per annum in the First Plan 
to 13.1 per cent per annum in the Second Plan and further 
to 19.6 per cent per annum in the Third Plan. Another 
important group of industries from the point of view of 
industrial development is ‘basic industries’. The rate of 
growth of this group also registered a significant increase 
from 4.7 per cent per annum in the First Plan to 12.1 per 
cent per annum in the Second Plan and stood at 10.4 per 
cent per annum in the Third Plan. This shows that a strong 
base for industrial development was laid during the first 
three plan periods. The credit for this undoubtedly goes to 
the massive expansion of investment that took place in the 
public sector. 


Phase II (1965-80): Industrial Deceleration and 
Structural Retrogression 


As shown clearly in Table 26.1, the period 1965 to 
1976 was marked by a sharp deceleration in industrial 
growth, The rate of growth fell steeply from 9.0 per cent 
per annum during the Third Plan to a mere 4.1 per cent per 
annum during the period 1965 to 1976. It is also important 
to point out that even this meagre rate of industrial growth 
does not express the true situation as there was a sharp 
increase of 10.6 per cent in industrial production in the year 
1976-77. If this year is left out, then the rate of industrial 
growth over the eleven-year period 1965 to 1976 declines 
further to a meagre 3.7 per cent per annum. In a similar 
way, the rate of growth of 6.1 per cent per annum during 
the Fifth Plan owes considerably to the 10.6 per cent 
increase recorded in the year 1976-77. If this year is left 
out, the rate of industrial growth for the remaining four 
years comes down considerably. As is clear from Table 
26.1, the last year of Phase Il, i.e., 1979-80, recorded a 
negative rate of growth of industrial production of —1.6 per 
cent over the preceding year. 





Table 26.1 
Annual Compound Growth Rates in Index Numbers of Industrial Production, 1951 to 1980 
eebased or l 1951 1955 1960 1965 1974 1979-80 
. ] to 55 to to to to 
pies ato (4 years) 1960 1965 1976 1979 
(Fifth Plan 
Average) 
5 4.7 12.1 10.4 6.5 8.4 ~ 0,5 
d 
5 eal Oba 9.8 13.1 19.6 2.6 5.7 -23 
3. Intermediate Goods y A ru - Me 1.9 
4. Consumer goods 35 ld hi A a 
(a) Durables E = oa Wy 0 
(b) Non-durables = = 6l 
5. General Index (IIP) 5.7 7.2 9.0 4.1 6.1 - 1.6 





s `S L. Shetty, “Structural Retrogression in the Indian Economy since the Mid-1960s”, Economic and Political 
ource: sea Special Supplement, 1978, Table 4, p. 9 and Government of India, Handbook of Industrial Statistics, 
1992 Table 50, p. 150 and Table 54, p. 155. 


Scanned by CamScanner 


Indian Economy 


332 


In addition to the phenomenon of deceleration in 
industrial growth during the period 1965 to 1980, Table 
26.1 also brings out clearly the phenomenon of structural 
retrogression that plagued the industrial sector during this 
period. From the point of view of long-run industrial 
development, the most important group of industries is the 
group of capital goods industries. This group registered a 
consistent and considerable increase from 9.8 per cent per 
annum in the First Plan to 13.1 per cent in the Second Plan 
and further to a phenomenal 19.6 per cent per annum in the 
Third Plan. However, in the next eleven years (1965 to 
1976), the capital goods sector grew at an annual rate of 
only 2.6 per cent. If we consider the Fifth Plan period, the 
rate of growth of capital goods industries goes upto 5.7 per 
cent per annum but, as would be clear from Table 26.1, 
even this is substantially lower than the rates of growth 
recorded in the first three plans. The same story is found 
in the case of basic industries. In fact, as shown by S.L. 
Shetty, in the case of many industries of crucial importance, 
the growth between 1965-66 and 1976-77 was almost 
insignificant compared with the average from the previous 
five-year period. 

Decline in the growth rate of capital goods industries 
and basic industries in the period after the Third Plan 
clearly represents the phenomenon of structural 
retrogression. Shetty also points out a second aspect of this 
structural retrogression. He shows that where growth has 
been moderately high, a majority of the industries belonged 
either directly or indirectly to elite-oriented consumption 
goods sector. This is illustrated by the disproportionately 
large increases in the output of man-made fibres, beverages, 
perfumes and cosmetics, commercial, office and household 
equipment, watches and clocks, and fine varieties of cloth. 


Causes of Deceleration and Retrogression.® Several 
explanations were offered for the phenomenon of deceleration 
and retrogression in the industrial sector during Phase II. 
The government expressed the view that exogenous factors 
such as the wars of 1965 and 1971; drought conditions in 
some years; infrastructural constraints and bottlenecks; 
and the oil crisis of 1973 were responsible for slowdown of 
growth. K.N. Raj argued that low growth in the agricultural 
sector accounted for the slowdown of industrial growth by 
restricting the supply of raw materials on the one hand and 
by constraining the demand for industrial goods on the 
other hand. T.N. Srinivasan and N.S.S. Narayana argued 
that there was a considerable slackening of real investment 
in Phase II particularly in the public sector and this brought 
down the rate of growth in the industrial sector. A slightly 
different but more plausible version of the ‘slackening of 

real investment’ argument was presented by P. Patnaik and 
S.K. Rao according to whom there was a decline in public 


investment and this was followed by a decline in Private 
investment as well due to ‘the loss of stimulus’ for investment 
The essence of this argument is that a fall in public InVestmery 
leads to a fall in private investment as well. Some CCONOMI st; 
like Deepak Nayyar, K.N. Raj and C. Rangarajan pointeg to 
the relationship between income distribution, the demand 
factor and industrial growth. These economists pointed oy 
that the market for industrial goods in the country is limited 
to the top 10 per cent of the population due to extreme 
inequalities of income and wealth. Once the demand for this 
section of the population gets saturated, there is no further 
expansion in demand. This limits the demand for consumption 
goods limiting, in turn, the demand for machinery and 
capital goods in subsequent stages. Some economists like 
Jagdish Bhagwati, Padma Desai, T.N. Srinivasan and Isher 
Judge Ahluwalia, blamed the wrong industrial policies, 
complex bureaucratic system of licensing, irrational and 
inefficient system of controls etc. for industrial deceleration, 


Phase III (1981 to 1991): The Period of 
Industrial Recovery 

The period of 1980s can broadly be termed as a 
period of industrial recovery. This is clearly brought out by 
a study of the revised Index of Industrial Production (base 
1980-81). Rates of industrial growth based on this index are 
presented in Table 26.2. As is clear from this table, the rate 
of industrial growth was 6.4 per cent per annum during 
1981-85, 8.5 per cent per annum during the Seventh Plan 
and 8.3 per cent in 1990-91. As noted by Vijay L. Kelkar 
and Rajiv Kumar, “This is a marked upturn from growth 
rates of around 4 per cent achieved during the latter half of 
1960s and the 1970s. This performance is also an 
improvement upon the growth rates achieved during the 
First and Second Plan periods...”7 


Similar trends of industrial recovery in 1980s are 
noted by some other economists as well. In her study 
spanning the period 1959-60 to 1985-86, Isher Judge 
Ahluwalia notes that the period 1980-81 to 1985-86 (i.e 
the first half of the 1980s) was “marked by significant 
acceleration in the growth of value added in the 
manufacturing sector and all its use-based sectors”. The 
value added in the manufacturing sector grew at the rate of 
7.5 per cent per annum in the first half of 1980s as agains! 
only 4.7 to 5 per cent per annum in the period 1966-67 t0 
1979-80.8 According to Ahluwalia, a very important aspect 
of the growth revival during the first half of the 1980s ws 
that it was not associated with an acceleration in the gt owth 
of factor inputs but was, rather, based on better productivity 
performance. Thus, total factor productivity which register¢ 
a negative and negligible growth of —0.2 to —0.3 per cent pe! 
annum in the period 1966-67 to 1979-80 showed a marked 
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Table 26.2 
Rate of Growth of Industrial Production (Use-based) During Phase IM (Base 1980-81) 


Use-based or Functional 


(per cent per annum) 


ħħ a ee LL L L T a La 


Classification gani 
1. Basic Goods 8.7 
2. Capital Goods 6.2 
3. Intermediate Goods 6.0 
4. Consumer Goods 5.1 
(a) Durables 14.3 
(b) Non-durables 3.8 
General Index (IIP) 6.4 


1985-90 1990-91 
7.4 3.8 
14.8 g 
6.4 . 
23 10.4 
ine 14.8 
ne 9.4 
8.5 Bie 


Source: Computed from Government of India, Handbook of Industrial Statistics, 1992, Table 50, p. 50 and Table 54, Pp. 


135. 


improvement in the first half of the 1980s when it registered 
a growth of 3.4 per cent per annum. 


Causes of Industrial Recovery. The main causes of 
industrial recovery during 1980s are generally listed as 
follows: 


1. New industrial policy and liberal fiscal regime. 
According to some economists, one of the main causes of 
industrial recovery during the 1980s was the liberalisation 
of industrial and trade policies by the government. According 
to Ahluwalia, “The most important changes have related to 
reducing the domestic barriers to entry and expansion to 
inject a measure of competition in domestic industry, 
simplifying the procedures and providing easier access to 
better technology and intermediate material imports as well 
as more flexibility in the use of installed capacity with a 
view to enabling easier supply responses to changing demand 
conditions.”? These factors operating from the supply side 
were helped by the pursuit of what may be termed as a 
‘liberal fiscal regime.’ The important features of liberal 
fiscal regime were: (i) maintenance of high budgetary deficits 
year after year; (ii) resort to massive borrowing often at 
high interest rates, and (iii) the encouragement of dissaving. 
All these aspects of liberal fiscal regime helped to expand 
the demand for manufactured goods in the economy.!° 


The above discussion shows that while liberal fiscal 
regime helped in generating demand for manufactured 
goods, liberal industrial and trade policies ensured that an 
adequate ‘supply response’ was forthcoming. 

2. Contribution of the agricultural sector. According 
to some economists, increased prosperity of large farmers 
in certain regions of the country helped in creating additional 
demand for industrial goods. According to R. Thamaraj akashi, 
the rural sector’s demand for non-agricultural consumer 
Products rose considerably from 35 per cent in 1967-68 to 
47 per cent in 1983. Not only this. There was a spurt in 
demand for a certain range of manufactured goods due to 
increase in the use of manufactured inputs per unit of 


cultivated area (or output). As shown by Thamarajakashi, 
the percentage of purchased inputs to total inputs (taken as 
a proxy for demand for industrial inputs in agricultural 
production) roughly doubled from 16.4 per cent in 1970-71 
to 35.6 per cent in 1983-84.!! 


3. Growth of service sector. According to Dalip S. 
Swamy, there was a significant increase in government 
expenditure on all services in the 1980s. The consumption 
pattern of the service class is less food-intensive and more 
oriented towards durable consumer goods. Therefore, the 
consumption pattern of effective demand in 1980s changed 
in favour of consumer durable goods. As a result, argues 
Swamy, consumer durables were pushed to the “forefront 
of growth.”!? Fast growth of the consumer durable goods 
sector pushed up the rate of industrial growth. 


4. The infrastructure factor. There was a marked 
resurgence in infrastructure investment in 1980s. As against 
only 4.2 per cent per annum increase in infrastructure 
investment during 1965-66 to 1975-76, the increase was as 
high as 9.7 per cent per annum during 1979-80 to 1984-85. 
Infrastructure investment rose further by 16.0 per cent in 
1985-86 and 18.3 per cent in 1986-87. According to 
Ahluwalia, this revival of investment in the infrastructure 
sectors in the 1980s was also accompanied with a discernible 
improvement on the efficiency front. 


Phase IV (The Period 1991-92 Onwards) 


The year 1991 ushered in a new era of economic 
liberalisation. Major liberalisation measures designed to affect 
the performance of the industrial sector were — wide-scale 
reduction in the scope of industrial licensing, simplification 
of procedural rules and regulations, reductions of areas 
exclusively reserved for the public sector, disinvestment of 
equity of selected public sector undertakings, enhancing the 
limits of foreign equity participation in domestic industrial 
undertakings, liberalisation of trade and exchange rate policies, 
rationalisation and reduction of customs and excise duties 


and personal and corporate income tax, etc. 
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A question that has engaged the attention of the economists 
in recent times is: what has been the effect of these 
liberalisation measures on the performance of the industrial 
sector in the post-reform period? To answer this question, 
consider the figures contained in Table 26.3 which compares 
the performance of the industrial sector during the pre- 
reform decade with the period since 1991. 


For purpose of analysis, it is better to divide the post- 
reform period into two sub-periods: (i) the period of 1990s 
(upto 2001-02, i.e., upto the end of Ninth Plan), and (ii) the 
period since 2002-03. The latter period consists of three 
sub-periods: Tenth Plan (2002-03 to 2006-07), Eleventh 
Plan (2007-08 to 2011-12) and Twelfth Plan (2012-13 to 
2016-17). 


The Period of 1990s. Important facts regarding 
industrial growth trends in the period of 1990s are as 
follows: 


1. As is clear from Table 26.3, the rate of growth of 
industrial production in the Eighth Plan was 7.4 per cent per 
annum which was the same as the targeted rate of growth. 
Thus, the performance was satisfactory on this count. 


2. The rate of growth of industrial production in the 
Ninth Plan was only 5.0 per cent per annum which was 
considerably less than the targeted rate of 8.2 per cent per 
annum. Thus, the performance of the industrial sector was 
highly unsatisfactory during the period of the second half 
of 1990s. 


3. The industrial sector registered a dismal performance 
in the last year of the Ninth Plan, 2001-02, with its rate of 
growth being just 2.7 per cent. This is the worst performance 
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of the industrial sector over the entire decade 1992-93 t 
2001-02 excepting the year 1992-93 when the rate of 
industrial growth was 2.3 per cent. 


4. The post-reform period (upto the end of Ninth 
Plan, i.e., the year 2001-02) was marked by considerable 
fluctuations and thus showed a total lack of consistency 
in industrial growth performance. Marked upheavals jy 
different years were noted for all sub-sectors of industry E 
capital goods, basic goods, intermediate goods and consumer 
goods. 


Causes of Unsatisfactory Industrial Performance 
in 1990s. The main causes for unsatisfactory performance 
of the industrial sector during the period of 1990s are as 
follows: 


1. Exposure to external competition. According to 
the Planning Commission, the most important reason for 
lower growth rate during the Eighth Plan period as compared 
to the Seventh Plan period seems to be that “the industrial 
sector, which had been almost totally protected from both 
industrial as well as external competition during the previous 
four decades, was suddenly exposed to foreign competition 
through a significant liberalisation of imports and drastic 
reduction in import duties. The industry was hardly prepared 
for it and the slowdown was only to be expected...” 


2. Slowdown in investment. An important reason for 
the slowdown of industrial growth in 1990s was the 
slowdown of investment. It is a known fact that capital 
formation in the public and private sectors provides a 
stimulus for industrial growth in the form of both the direct 
demand or purchases that such expenditures involves, and 


Table 26.3 
IP-based Growth Rates (Use-based) in Pre-Reform Decade and Post-Reform Period 


Use-based or 1980-81 to Eighth Plan* Ninth Plan* Tenth Plan* Eleventh Plan* Twelfth Plan* 
Functional 1991-92* 1992-93 to 1997-98 to 2002-03 2007-08 to 2012-13 to 
Classification 1996-97 2001-02 to 2006-07 2011-12 2016-17 
(Base year (Base year 
2004-05 = 100) 2004-05 = 100) 
(1) (2) (3) (4) (5) (6) (7) 
1. Basic Goods 7.4 6.8 4.1 6.6 
2. Capital Goods 9.4 8.9 4.7 14.4 oe a 
3. Intermediate Goods 4.9 8.5 5.8 62 14.3 -3.7 
4. Consumer Goods 6.0 6.6 5.5 96 4.0 2.2 
(i) Durables 10.8 13.4 10.7 8.8 R -0.1 
(ii) Non-durables 5.3 4.8 3.8 10.0 PhO -1.2 
3.4 1.1 
General Index (IIP) 7.8 7.4 , 


* Simple average of the annual growth rates. 


Source: (i) For column (2), Government of India, Economic Survey, 2000-01, 


India, Handbook of Statisitcs on Indian Economy 2015-16 


Rajakumar, “Comparising IIP and NPS in their New Incamations” 


and Table 4, p. 80. 


(Mumbai, 2016), Table 232, p 37] 
, Economic and Political Week 


Box 7.1. p. 130; (ii) For columns (3) to (6), Reserve Bank of 


» and (iii) For column (Feds Daw 
ly, September 30, 2017, Table 3, P- 1 
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the indirect demand resulting from income generation by 
investments. However, consequent upon the adoption of 
pe ‘macro-economic adjustment? programme of the IMF 
in 1991, the Government of India was forced to cut down 


ublic expenditure drastically. Since there is a strong 
complementarity between public investment and private 
investment, a reduction in the rate of growth of real public 
investment had a depressing effect on private investment as 
well. 


3. The infrastructural constraints. Perhaps the most 
important reason for unsatisfactory performance of the 
industrial sector was the deteriorating state of infrastructure. 
Industrial production suffered not only on account of 
inadequate availability of infrastructure like power and 
transportation bottlenecks, inadequate handling facilities at 
ports etc., but also due to ‘poor quality’ of infrastructure 
like frequent and unscheduled power breakdowns, poor 
road conditions, unduly long handling time at ports etc. All 
these factors added to the real costs of manufacture and 
thus adversely affected the competitiveness of domestic 
industry. 

4. Difficulties in obtaining funds for expansion. 
Orderly development of capital market is an important 
condition for industrial growth because in its absence, the 
private sector capitalists will face difficulties in raising 
resources for expansion. The period since 1991 has witnessed 
two stock market scams — one in 1992 and the other in 
March-April 2001. These scams seriously eroded investor 
confidence. Subscriptions to IPOs (initial public offerings) 
fell drastically leading to a setback to the ‘primary market.’ 
Trading in stock exchanges (i.e., ‘secondary market’) also 
fell. Because of this, capitalists found it difficult to raise 
resources from the capital market for funding their expansion 
plans. The performance of financial institutions turned 
worrisome as non-performing assets (NPAs) became quite 
large. Thus, the flow of funds from the financial institutions 
to the corporate sector was also not adequate. 


5. Sluggish growth in exports. In a number of years 
during 1990s, exports grew at a very low rate. This was 
due to increasing competition in the international market on 
the one hand and inability of domestic industry to meet 
external competition by ensuring quality products, keeping 
to delivery schedule etc. on the other hand. The outbreak of 
the East-Asian crisis in mid-1997 compounded the problems 
for Indian exporters as there was a sharp depreciation in the 
external value of the currencies of this region. This made 
Indian exports uncompetitive in international markets as 
against the exports from countries belonging to the East- 
Asian region. | 

6. Anomalies in tariff structure. According to the 
Ninth Five Year Plan, there were anomalies in tariff structure 
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leading to large-scale imports of second-hand machinery, 
basic materials and intermediate products. This adversely 
affected industrial growth in these sectors. In the case of 
fertiliser sector and refineries, while the finished capital 
goods enjoyed ‘zero’ rate of import duty, the domestic 
manufacturers were subject to taxes and duties and import 
duties on intermediates and components. !4 

7. Contraction in consumer demand. There was 
acute contraction in consumer demand in 1990s. Three 
distinct explanations can be offered to explain this 
contraction. !% First, the rural purchasing power was severely 
affected by lower agricultural growth and increased 
fluctuations in growth in the 1990s. Secondly, Indian industry 
was faced with depressed purchasing power not only from 
the rural sector but also from the urban sector. The substantial 
wealth erosion caused by the fall in the equities and real 
estate markets also hampered the average urban consumer’ s 
proclivity to spend. Finally, there were distinct signs of 
growing inequalities in the distribution of income, and in the 
face of reduced employment growth as well as deterioration 
in the quality of employment, purchasing power in the hands 
of the vast masses of urban population possibly declined. 


The Period Since 2002-03. As is clear from Table 
26.3, the period of the Tenth Plan witnessed a revival of 
industrial growth with the average rate of growth increasing 
to 8.2 per cent (from just 5.0 per cent in the Ninth Plan). 
What is significant from the point of view of economic 
growth was the marked acceleration registered by the 
capital goods sector. The rate of growth of this sector 
averaged 14.4 per cent per annum over the Tenth Plan 
period and was as high as 18.2 per cent in the last year of 
the Plan, 2006-07. The continued robust expansion of the 
capital goods sector facilitated substantial capacity additions 
across a number of industries. 


The average rate of growth of industrial production 
during the Eleventh Plan was just 6.9 per cent per annum 
as against the target of 10.0 per cent per annum. There 
were also wide fluctuations of industrial growth during 
different years of this Plan. 


Based on an analysis of IIP growth over the period 
April 2006 to December 2011, Economic Survey 2011-12, 
arrived at the conclusion that all broad sectors of the IIP 
witnessed volatility in growth. IIP growth during April 
2006 to December 2011 varied from —7.2 per cent to 20.0 
per cent with a mean growth of 8.3 per cent and standard 
deviation of 6.5. While different sectors had different 
volatility spectrums, capital goods and intermediates were 
the most volatile. In fact, volatility of the manufacturing 
sector was largely on account of extreme fluctuations in 
growth in the capital goods and intermediate goods segments, 
In case of capital goods, growth varied from —26.5 per cent 
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to 65.1 per cent with a mean growth of 18 per cent and 
standard deviation of 23.2.'° High volatility in industrial 
growth (particularly in the growth of the capital goods 
sector and intermediate goods sector) creates industrial 
distortions and uncertainties and increases inflationary 
pressures in the economy. 


The performance of the industrial sector was quite 
unsatisfactory during the period of the Twelfth Plan. The 
rate of growth of industrial production in this Plan was just 
1.4 per cent per annum (in fact, it was negative at —0.1 per 
cent in 2013-14 and stood at just 0.7 per cent in 2016-17). 
The main reason for the unsatisfactory performance of 
the industrial sector in the Twelfth Plan was the sharp 
decline in the investment activity. Several factors have 
contributed to the slowdown in investment activity. Rising 
costs and falling demand led to reduction in corporate 
profitability which, in turn, adversely affected the investment 
decisions of firms. Also, the slow pace of mega projects 
implementation and a decline in the number of new projects 
adversely impacted the capital goods sector. The consumer 
durable goods also showed a marked slowdown. As noted 
by Economic Survey 2013-14, the consumer durable goods 
sector in India is constrained by a limited domestic market 
owing to low per capita income. Another factor has been 
the major supply bottlenecks faced by core industries (which 
provide crucial inputs to the industrial sector)."’ 


New Index of Industrial Production (Base 2011-12)'® 


The IIP has always been a key lead indicator of 
industrial output growth ever since its construction began 
on monthly basis decades ago. Accounting for the structural 
changes taking place within the sector, the CSO has been 
revising the IIP from time to time by enlarging the number 
of product items while excluding a few outdated items. As 
such, since its adoption for the first time with 1937 as the 
base year, the IIP has been revised nine times with change 
of base years to 1946, 1951, 1956, 1960, 1970, 1980-81, 
1993-94, 2004-05, and more recently to 2011-12 (in May 
2017). Apart from capturing the evolving structural changes 
with new weighting diagrams, the objectives of revising the 
index are to take into account new products and capture 
changes in quality of products, thus representing industrial 
growth in current basis. 


The new IIP released by CSO in May 2017 has 2011- 
12 as base year. As pointed out by J. Dennis Rajakumar, the 
shifting to a new base was long overdue as the earlier series 
of IIP 2004-05 had suffered from outdated product basket 
and weighting diagram. Moreover, with national accounts 
and the Wholesale Price Index (WPI) shifting to base year 
9011-12, it had become necessary to shift IIP also to base 


year 2011-12 to better align all data. The new IIP has 839 
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items and 407 item groups compared to 682 item and 399 
item groups in the old HP (with base year 2004-05). Such 
an increase in items and item groups can be entirely attributed 
to changes made in the coverage of manufacturing sector 
which has additional 189 items and eight item groups in the 
new series. The new series has been restricted to the 
organised sector with its weights being calculated only on 
the basis of organised manufacturing unlike in the 2004-05 
series which covered weights for the unorganised sector also 

Analytical Groupings. The analytical groupings of 
IIP data continue in terms of use-based classification and 
eight core industries. The eight core industries in the 2011. 
12 series continue to be the same as the 2004-05 series, 
namely, coal, crude oil, natural gas, refinery products, 
fertilisers, steel, cement and electricity. In the use-based 
classification, a new category of “primary goods” has 
replaced the erstwhile category of “basic goods”. Primary 
goods are said to be those which were “directly obtained 
from natural sources and used for further processing and 
consumption in manufacturing and power-generating 
activities.” This has been done because the concept of 
“basic goods” has apparently suffered from definitional 
ambiguity and overlapped with other categories such as 
“intermediate goods”. The scope of intermediate goods has 
been modified to include goods used as inputs in the production 
of other goods. The methodology of deriving production of 
capital goods has been changed to account for ““work-1n- 
progress”. The break-up of consumer goods into self- 
explained durables and non-durables are reported as in the 
earlier series. 


Another major change relates to the addition of 
a separate category of “infrastructure and construction goods”. 
Items in this category have been picked up from diverse 
categories of the 2004-05 series, cement and rail materials 
(basic industries), cables (capital goods), bricks and tiles 
(consumer durables), and paints (consumer non-durables). 

In respect of other use-based categories, while their 
nomenclatures have remained the same, their coverages 
have undergone some changes in the new series. 

Table 26.4 provides information on growth rates 


(use-based) over the years 2012-13 to 2017-18 based on 
the new IIP. 


A Comparison between Old and New Series”? 
The new IIP data (base year 2011-12 = 100) are 
available since 2011-12 and old IIP series (base year 2004 
= 100) are available till 2016-17. This facilitates a comparison 
between the new and old series in different classificato 
systems. The main results of this comparison are as follows: 


1. Comparison of growth rates. The average industria, 
growth rate during the five year period 2012-13 to 2016-1 
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Table 26.4 


TIP 


Use-based or Functional 


2012-13 2013-14 


“based Growth Rates (Use-based) 2012-13 to 2016- 


17 (Base Year 2011-12) 


(per cent per annum) 
2014-15 





Classification 2015-16 2016-17 Twelfth : lan® 2017-18 
2014-15 to 
2016-17 

I Aj 

0) — (2) (3) (4) (5) (6) (7) (8) 
l. P i oo i 0.5 23 3.8 5.0 4.9 3.3 3.7 
me Capital S0nds 0.3 “Ag Ai 3.0 32 0.3 4.0 
3. Intermediate Goods 5.1 46 6.1 1.5 44 4.1 23 
4. Infrastructure/Construction Goods 5.4 a 5.0 28 3.9 4.6 5.6 
5. Consumer Goods l l 

@) Durables 4.9 5.6 4.0 3.4 2.9 4.2 0.8 

(i) Non-durables 6.1 3.7 3.8 2.6 7.9 4.8 10.6 

General Index (IIP) 3.3 3.3 4.0 33 4.6 3.7 4.4 

*Simple average of annual growth rates. 


Source: Reserve Bank of India, Handbook of Statistics on Indian Economy 2017- 


works out to 3.7 per cent per annum in the new series in 
contrast to just 1.4 per cent per annum in the old series (see 
last columns of Table 26.3 and Table 26.4). In the latest 
year 2016-17, IIP growth of 0.7 per cent in the old series 
got revised to 4.6 per cent in the new series. Also, the 
annual growth rates had shown much larger fluctuations 
earlier than in the new series. This is reflected in the 
coefficient of variation of 87 per cent in the old series as 
against 16 per cent in the new series. Industrial growth rate 
in 2017-18 according to new series was 4.4 per cent. 


2. Sectoral level. It is common to consider IIP growth 
under three sectors: mining, manufacturing and electricity. 
While there is some degree of correspondence in the two 
series for the electricity sector, the growth rates of mining 
and manufacturing are quite different in the two series. 
In particular, the divergence in the growth of manufacturing 
between the two series is glaring: the manufacturing sector’s 
growth under the new series is much higher (ranging from 
2.8 per cent to 4.8 per cent) than that in the earlier series 
(ranging from —0.8 per cent to +2.3 per cent). 


3. Use-based classification. As noted earlier, some 
changes have been introduced in the nomenclature of use- 
based classification of industries. The erstwhile basic goods 
industries have been replaced with primary goods industries, 
and an entirely new group of “infrastructure and construction 
goods industries’ has been introduced. Therefore, we can 
discuss growth rates of capital goods, intermediate goods 
and consumer goods industries only which are broadly 
Comparable in the two series. According to J. Dennis 
Rajakumar, this discussion leads us to the following results: 


(i) The growth rate of capital goods industries in the 
new and old series moved in the opposite direction 
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18 (Mumbai, 2018), Tables 231 and 232, p. 367. 


except in 2013-14, though with varying magnitudes. 
Capital goods industries appear to have performed 
better in the new series vis-a-vis the old series. 
However, as is clear from Table 26.4, their 
performance continues to be poor in the new series 
as well and this is a matter of serious concern. 


(ii) The growth rate of intermediate goods in new IIP 
has remained higher than its corresponding growth 
in the old IIP by about 2 percentage points throughout. 


(iii) Consumer goods industries, particularly consumer 
durable segments, exhibit divergent growth rates 
between the new and old series with growth under 
the new IIP remaining higher. Of these industries, 
primary goods and consumer durables exhibited steady 
growth in the new IIP series. 


4. Core industries. Table 5 of J. Dennis Rajakumar’s 
study presents a comparison of the growth rate of core 
industries in the new and old IIP. The main results that can 
be derived from a study of this Table are as follows: 


(i) The growth rates of crude oil, natural gas and cement 
industries in the new and old series have moved in 
tandem with marginal differences on year-on-year 
basis. Both crude oil and natural gas have negative 
growth rates in both the series throughout (except 
2017-18, when growth rate in the natural gas was 
2.9 per cent). The growth rate of cement industry 
was almost the same in both series in all the years 
(positive in first four years by almost the same 
degree and negative in the fifth year, 2016-17, also 
by the same degree). However, production in cement 
industry rose by 6.3 per cent in 2017-18. 


f t me ws ee a a 


Scanned by CamScanner 





338 Indian Economy 


(ii) In the case of refinery products, the growth rate was 
similar between the new and old series over the 
period 2013-14 to 2016-17. However, the growth 
rate in 2012-13 was significantly different (7.2 per 
cent in the new series and 28.9 per cent in the old 
series). The rate of growth for refinery products in 
the year 2017-18 was 4.6 per cent. 


(iii) Growth of steel industry diverged between new and 
old series in 2012-13 and 2013-14, and of electricity 
and fertiliser in 2014-15 and 2015-16. 


However, concludes Rajakumar, “there is no marked 
pattern per se across core industries in terms of differentials 
in growth under the new IIP and old IIP series”. This 
implies that, the differences in the growth rate between the 
new and old ITP series have occurred in non-core industries. 





CHANGES IN THE INDUSTRIAL 
PATTERN DURING THE PLANS: 
A BRIEF RESUME 


Important changes that have occurred in the industrial 
pattern during the period of planning are as under: 


1. Increase in the share of industrial sector in 
GDP. The share of the industrial sector in Gross Domestic 
Product has slowly but consistently increased over the planning 
period. For instance, the share of industry (includes mining 
and quarrying, manufacturing, construction, electricity, gas 
and water supply) in GDP at factor cost increased from 16.6 
per cent in 1950-51 to 27.7 per cent in 1990-91 and stood 
at 26.2 per cent in 2013-14. The new series on national 
accounts released by CSO in January 2015, presents data 
on GVA (gross value added) at basic prices with base year 
2011-12. According to this series, the share of industry in 
GVA at basic prices was 31.5 per cent in 2016-17 and 
31.2 per cent in 2017-18. 


2. Changing sectoral composition. As stated earlier, 
the three sectors in IIP are manufacturing, mining and 
electricity. In 1956, manufacturing had the highest weight 
with 88.85 per cent of the total. Though this sector continues 
to dominate the industrial scene, its weight has gradually 
come down to 75.53 per cent in 2004-05, but slightly edged 
up to 77.63 per cent in 2011-12. The weights of mining 
sector had gone up over the years from 7.47 per cent in 
1956 to 14.16 per cent in 2004-05 and further to 14.37 per 
cent in 2011-12. In sharp contrast, electricity sector had 
accounted for 3.68 per cent of total weights in 1956 which 
went up to 10.32 per cent in 2004-05 but dropped to 7.99 
per cent in the 2011-12 series. 


3. Building up of heavy and capital goods industries. 
As noted earlier, the Second Plan based on the Mahalanobis 


model gave pride of place to the development of heay, 
machine building industries and capital goods Industrie. 
with a view to strengthening the industrial base of the 
economy. Accordingly, heavy investments were made In 
the capital goods industries and this enabled the Country to 
expand the production of a wide range of engineering 
goods, iron and steel, metals and metal based products, ete 
The weights of the capital goods industries jp lip 
correspondingly increased from just 4.71 per cent in 1956 
to 16.43 per cent in 1980-81 (the weight of capital goods 
industries in new lIP (base 2011-12 = 100) js 8.3) 
per cent). 


4. Rapid growth of consumer durables. Due to the 
policy of liberalisation pursued with great vigour by the 
government in recent period, the output of consumer durable 
goods has expanded at a fast pace. During 1981-85, the rate 
of growth of this segment was 14.4 per cent per annum 
which rose further to 16.9 per cent per annum during 1985. 
90. After a brief set-back in 1991-92 and 1992-93. the 
consumer durables sector again registered significant 
increases. As is clear from Table 26.3, the rate of growth 
of consumer durables sector was the highest among all 
sectors in the Eighth, Ninth and Eleventh Plans (13.4 per 
cent per annum in Eighth Plan, 10.4 per cent per annum in 
Tenth Plan and 15.6 per cent per annum in Eleventh Plan). 
The fast growth of this sector is a direct result of the 
‘opening up’ of the industrial economy and the easy financing 
facilities being extended by a number of finance companies 
for the purchase of consumer durables. The weight of 
consumer durables in IIP which was just 2.21 in 1956 rose 
to 5.12 in 1993-94, 8.46 in 2004-05 and further to as high 
as 12.84 in the new IIP with base 2011-12 = 100. 


On account of the declining weight of capital goods 
industries and the rising weight of the consumer durables 
goods industries in IIP, Rajakumar opines that “the industrial 
structure is (now) biased in favour of fulfilling the needs 
arising from changing consumption patterns rather than 
focusing on producing capital goods.”2° 


5. Basic goods industries. Between 1956 and 2004- 
05, the weights of basic goods industries had nearly doubled 
from 22.33 per cent to 45.68 per cent. As noted earlier, the 
practice of compiling index values for basic goods industries 
has been discontinued in the new IIP (base 2011-12) and 
the category of primary goods industries has been introduced 
with weights of 34.05 per cent. Since there has bee? 
reshuffling of products from one group to another, 0 


cannot firmly say if ‘basic goods industries’ category hs 
become less important or not. 


6. Increasing importance of core industries. TP? 
relative importance of eight core industries, or what Was 
called ‘infrastructure industries’, shows a rise in the ne 
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yp with their weights having gone up from 37.90 per cent 
in 2004-05 to 40.27 per cent in 2011-12. Within core 
industries, the weights of refinery products have gone up 
henomenally from 15.67 per cent in the 2004-05 series to 
28.04 per cent in the 2011-12 series, with simultaneous 
reduction in the weight of electricity to a considerable 
extent and crude oil to some extent. Weights of all other 
industries have changed Marginally between the 2004-05 
series and the new 2011-12 series. According to the new 
UP, refinery industry has become far more important core 
industry replacing the hitherto dominant ones such as 
electricity and steel industries. 


The combined weight of the core industries in the 
new IIP (base 2011-12) is 40.27 per cent. Separate weights 
of the different core industries in the combined weight of 
core industries (taken as 100) are as follows: coal 10.33 per 
cent, crude oil 8.98 per cent, natural gas 6.88 per cent, 
refinery products 28.04 per cent, fertilisers 2.63 per cent, 
steel 17.92 per cent, cement 5.37 per cent and electricity 
19.85 per cent. 

7. Emergence of public sector. There was no public 
sector worth the name in the pre-Independence period. The 
entire range of activities in the industrial sector was controlled 
by the private sector. The post-Independence period saw 
the emergence and massive expansion of public sector. The 
number of central public sector units at the commencement 
of the First Plan was only 5 with a total capital of only 
7 29 crore. The number of operating central public sector 
enterprises shot upto 244 in 2015-16. Capital employed in 
these enterprises was as high as % 19,38,795 crore. Public 
sector enterprises play a pivotal role in the production of 
fuels, basic metal industries, non-ferrous metal industries, 
fertilisers, communication equipment, etc. However, in the 
post-1991 period, there has been an increasing emphasis on 


liberalisation and privatisation and the government has 
its desire to bring down its equity in all 
undertakings to 26 per cent or 
ublic sector units that cannot be 
he government is following a 
lic sector enterprises. 


explicitly expressed 
non-strategic public sector 
lower, and to close down p 
revived. For this purpose, t 
policy of disinvestment in pub 
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SOME PROBLEMS OF 
INDIA 


DEVELOPMENT IN 


argets and achievements. 


Excepting the period of the 1980s when targets of overall 
growth in industrial sector were achieved, in the entire 
earlier period of planning, achievements were below the 
targets. It has been estimated that the average shortfall in 
industrial achievement was about 20 per cent in each plan 
Period during the pre-liberalisation phase. Commenting 


1. Gaps between t 
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on the experience of industrial development in the pre- 1991 
period, Rakesh Mohan has observed, “The average industrial 
growth rate achieved over thirty-five to forty years has 
been about 6.2 per cent relative to the average of about 8.0 
per cent projected. On an approximate basis, also accounting 
for higher associated growth in the primary and tertiary 
sectors, this would come to about 1.2 to 1.4 per cent lower 
annual growth in the per capita GNP on a cumulative basis 
over thirty-five to forty years. If at current prices, the per 
capita Indian income is around US $ 300, it would have 
been about US $ 500-550 had these consistent shortfalls in 
industrial and other growth not taken place.”?| 


2. The missing middle sector. The Indian 
manufacturing sector is characterised by the persistence of 
‘dualism’. There is a strong concentration of employment 
in small enterprises (6-9 workers) and large enterprises 
(employing more than 500 workers), with a conspicuous 
‘missing middle’. This would be clear from the fact that in 
1984-85, 40.3 per cent of workers were employed in small 
enterprises (6-9 workers) and 30.2 per cent in large enterprises 
(more than 500 workers). The pattern remained almost 
unchanged in the post-reform period despite liberalisation 
and the package of reforms introduced in the industrial 
sector. For example, 41.5 per cent workers were engaged 
in small enterprises (6-9 workers) and 23.2 per cent in large 
enterprises (more than 500 workers) in 2000-01 22 According 
to Dipak Mazumdar and Sandip Sarkar, “the missing middle 
implies a weak process of graduation of small firms and 
the development of entrepreneurship. It is arguable that 
the dispersion of entrepreneurship as well as industrial 
technology over a wide spectrum of spatially and economically 
distributed regions is dependent on the mushrooming of 
medium scale enterprises, into which the small units are 
able to graduate.” Not only this. According to Mazumdar 
and Sarkar, the limited role of medium sized enterprises in 
the overall industrial structure strengthens and promotes 
market segmentation. “The market for industrial products 
is split into low quality products catering to the need of low- 
income consumers, and supplied by small-scale local 
producers on the one hand, and the higher quality segments 
which the large establishments supply to a limited number 
of high-income consumers. The lack of integration of 
markets could be a bottleneck in the development of mass 
markets for manufactured consumer goods. *° 


3. Underutilisation of capacity. A large number of 
industries suffer from substantial underutilisation of capacity. 
Because of the difficulties in defining “capacity” there are 
vast differences in estimates of underutilisation of capacity 
in Indian industries. The estimates vary from 20-30 per 
cent to 60-70 per cent. However, it can be safely assumed 
that the average level of utilisation in a number of industries 
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around 50 to 60 per cent, The causes of 
this state of affairs are multifarious and range from technical 
to raw material shortages, frequent power failures, 
governmental policies, labour disputes and demand 


factor ete, 


in India Huctuates 


4. Performance of public sector. We have noted 
earlier in this chapter the phenomenal growth of public 
sector in the planning period, However, the performance of 
public sector enterprises has raised many eyebrows. 
Undoubtedly, the performance of the public sector units 
cannot be judged by the yardstick of profits since their 
justification lies in fulfilling certain broader socio-economic 
objectives. But accumulation of large losses in the public 
sector units is indeed a serious matter and calls for immediate 
corrective action, The unremuncrative pricing policies which 
these enterprises have been forced to follow have amounted 
to indirect subsidisation of the private sector, Thus, private 
profits have expanded at the cost of the public exchequer. 


S, Infrastructural constraints. One of the major 
constraints in industrial development is poor quality and 
high cost of infrastructure particularly power and transport 
network. Supply of coal has mostly been less than demand 
and this has had an adverse impact on the power situation. 
Shortage of gas availability has also resulted in considerable 
generation loss over the years. As far as transport network 
is concerned, it suffers from severe capacity and quality 
constraints. India has currently no inter-State expressways 
linking the major economic centres. Poor riding quality and 
congestion result in truck and bus speeds on Indian highways 
that average 30-40 kilometres an hour, about half the expected 
average. India’s high-density rail corridors also face severe 
capacity constraints compounded by poor maintenance.*4 
All such infrastructural constraints not only adversely affect 
industrial growth but will also reduce the competitiveness 
of Indian industries in the new global economic environment 
that is fast emerging. 

6. Growth of regional imbalances. Industrial 
development in India has remained concentrated in a few 
States while other States continue to lag far behind. For 
instance, the four industrially advanced States of the country 

Maharashtra, Gujarat, Karnataka and Tamil Nadu — 
accounted for 44.1 per cent of the total factories, 45.9 per 
cent of invested capital and 49.1 per cent of the gross 
output of the industrial sector in India in 2016-17.7° Since 
the processes of economic development are closely linked 
with the processes of industrial development, it would not 
be illogical to argue that the process of economic development 
has more or less bypassed a number of poor States. 
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Though substantial investments in public sector were 
made in the relatively backward States of Bihar, Odisha and 
Madhya Pradesh, the expected ‘trickling-down effects’ of 
development were in no way evident and large tracts of 
these States remained untouched by planning. Schemes for 
developing backward areas were no More successful. Capital 
subsidies, fiscal incentives and other measures initiated to 
develop industries in backward areas were directed towards 
developing the backward areas of developed States and the 
demands of backward States were glossed over. Effective 
steps to reverse this process are called for urgently. 


7. Industrial sickness. A number of industries are 
plagued by ‘sickness’ which in some cases 1s due to bad 
and inefficient management. Also, as noted by the Sixth 
Five Year Plan, 1980-85, “the pattern of industrial 
development has not been sufficiently guided by cost 
considerations. In a regime of protection from international 
competition, industries have tended to get established at 
sub-optimal capacities, leading to a high cost industrial 
structure. Adequate attention has also not been given to 
improvements in technology and quality of products. Some 
of these factors have led to the emergence of sickness in 
certain industries particularly when market conditions tend 
to generate a measure of competition within the economy.””° 


8. Emerging challenges. As a founder member of 
the World Trade Organisation (WTO), India has withdrawn 
all quantitative restrictions on imports. This is bound to 
result in intense competition with imports in coming years 
forcing a number of industrial units to close down. The 
‘pressure of competition’ will be particularly harsh on 
many small-scale units as they simply cannot withstand 
competition from resource rich and technologically advanced 
multinational companies. In fact, even our large private 
sector companies are just pygmies vis-à-vis MNCs and 
many of them also may find the going tough. As far as the 
basic goods and capital goods industries are concerned, 
they might receive a set-back as the end-use industries will 
now have full access to cheaper imports. Things will not be 
casy for the end-use industries as well as they will have t0 
compete with foreign goods on both price and quality 
fronts. 

The Twelfth Five Year Plan gives the example of how 
Indian capital goods industry is being decimated by the 
Chinese industry. In the case of machine tools, imports 
now account for about two-thirds of the domestic 
requirements and is increasing further. The import of 
power-generation equipment from China at a much lower 
cost is also making the domestic industry uncompetitive. 
According to the Plan, the major factors responsible fo! 
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increasing Chinese competiti l SaaS 
ated Chi petitiveness are: (i) artificially ss 
depreciate inese currency, (ij 
ria aii » (il) tax advantages and 
subsidies given by the government. (ij; 8. 
A , (iii) much lower interest 
rates, (iv) simpler labour laws and (v) better ; 
i (v) better infrastructure 9 
leading to lower cost of power. t 
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approach helping specialisation of lab i , 
tills. Things are furth L labour and engineering 
cli laying field for I i complicated by the absence of 11 
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Chapter 


INDUSTRIAL POLICY 








After Independence, the Government of India spelt 
out its approach to the development of the industrial sector 
in the Industrial Policy Resolution 1948. This was followed 
by the Industrial Policy Resolution, 1956. In between, the 
government introduced the Industries (Development and 
Regulation) Act, 1951 to regulate and control the development 
of the private sector. In 1969, MRTP Act (Monopolies and 
Restrictive Trade Practices Act) was adopted to prevent 
concentration of economic power and control monopolies. 
Another legislation that had considerable implications for 
industrial policy (as far as the participation of foreign 
companies in industrial sector of India is concerned) was 
the Foreign Exchange Regulation Act (FERA) adopted in 
1973. However, all these measures which guided and 
determined the State intervention in the field of industrial 
development failed in achieving the objectives laid down 
for them. They also created a number of inefficiencies, 
distortions and rigidities in the system. Therefore, the 
government started liberalising the industrial policy in 1970s 
and 1980s. The most drastic liberalisation was carried out 
in 1991 when a New Industrial Policy was announced. 


We shall discuss the MRTP Act in Chapter 32 on 
‘Private Sector in the Indian Economy’ and the FERA in 
Chapter 40 on ‘Multinational Corporations, FERA and FEMA.” 
Other constituents of industrial policy are discussed in this 
chapter. The focus of discussion in this chapter, therefore, 
is on: 

e Industrial Policy Resolutions of 1948 and 1956 
Industries (Development and Regulation) Act, 1951 
Critical review of pre-1991 industrial policy and 
liberalisation trends 
New Industrial Policy, 1991 and its critical appraisal 
National Manufacturing Policy, 2011 
Make in India 


Startup India. 





INDUSTRIAL POLICY PRIOR TO 1991 





Industrial Policy Resolution, 1948 


The first important industrial policy statement was 
made in the Industrial Policy Resolution, 1948 issued by the 
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Government of India on April 6, 1948. The Resolution 
accepted the importance of both private and public sectors 
in the industrial economy of India. It divided the industria, 
into the following four categories: 


1. Industries where State had a monopoly. In this 
category, three fields of activity were specified — arms and 
ammunition, atomic energy and rail transport. 


2. Mixed sector. In this category, the following 6 
industries were specified — coal, iron and steel, aircraf 
manufacture, shipbuilding, manufacture of telephone, 
telegraph and wireless apparatus (excluding radio sets) and 
mineral oils. New undertakings in this category were to be 
set up by the State but existing private undertakings were 
allowed to continue for 10 years after which the government 
was to review the situation and acquire any existing undertaking 
after paying compensation on a fair and equitable basis. 


3. The field of government control. 18 industries of 
national importance were included in this category. The 
government did not undertake the responsibility of developing 
these industries but considered them of such importance 
that their regulation and direction was necessary. Some of 
the industries included were — automobiles, heavy chemicals, 
heavy machinery, machine tools, fertilisers, electrical 
engineering, sugar, paper, cement, cotton and woollen textiles. 


4. The field of private enterprise. All other industries 
(not included in the above three categories) were left open 
to the private sector. However, the State could take ove! 
any industry in this sector also if its progress Wa 
unsatisfactory. 


The 1948 Resolution also accepted the importance ol 
small and cottage industries as they are particularly suited 
for the utilisation of local resources and for creation 
employment opportunities. 


Industrial Policy Resolution, 1956 


The 1956 Resolution laid down the following objective 
for the industrial policy: (i) to accelerate the rate of growth 
and to speed up industrialisation; (ii) to develop week: 
industries and machine making industries; (iii) to exp?™ 
public sector; (iv) to reduce disparities in income and 
wealth; (v) to build up a large and growing cooperat" 
sector; and (vi) to prevent monopolies and the concentrati®" 
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of wealth and income in the hands of a small number of 
individuals. 

These objectives, it was thought, would help in 
enerating more employment Opportunities and in raising 
the standard of living of the masses. For this purpose, 
stress Was laid on cooperation between public and private 
sectors but an increasing role was envisaged for the former 
so that, in due course of time, it could gain ‘commanding 
heights’ of the economy. 

The 1956 Resolution divided the industries into the 
following three categories: 


1. Monopoly of the State. In this category, 17 
industries were included whose future development was to 
be the exclusive responsibility of the State. These were 
listed in Schedule A appended to the Resolution. Of the 17 
industries, 4 industries — arms and ammunition, atomic 
energy, railway and air transport — were to be government 
monopolies. In the remaining 13 industries, new units were 
to be established by the State but existing private units were 
allowed to subsist and expand. New units in the private 
sector could also be allowed ‘when the national interest so 
required.’ 

2. Mixed sector of public and private enterprise. 
In this section, 12 industries listed in Schedule B (appended 
to the Resolution) were included. These were: all other 
minerals (except minor minerals), road transport, sea 
transport, machine tools, ferroalloys and tool steels, basic 
and intermediate products required by chemical industries 
such as manufacture of drugs, dyestuffs and plastics, 
antibiotics and other essential drugs, fertilisers, synthetic 
rubber, chemical pulp, carbonisation of coal, and aluminium 
and other non-ferrous metals not included in the first 
category. In these industries, State would increasingly 
establish new units and increase its participation but would 
not deny the private sector opportunities to set up units or 
expand existing units. 

3. Industries left for private sector. All industries 
not listed in schedules ‘A’ or ‘B’ were included in the third 
category. These industries were left open to the private 
sector. Their development was to depend on the initiative 
and enterprise of the private sector, though even here the 
State could start any industry in which it was interested. 


The 1956 Resolution emphasised the mutual 
dependence of public and private sectors. The only 4 
industries in which private sector was not allowed to 
function were arms and ammunition, atomic energy; 
railways and air transport. In all other industries, either the 
Private sector was allowed to operate freely or its help 
Could be obtained if the government deemed fit. However, 
the Private sector was to remain subject to various 


government regulations and controls as specified in Industries 
(Development and Regulation) Act, 1951 and other related 
regulations. 


The 1956 Resolution recognised the importance of 
small-scale and cottage industries just as the 1948 Resolution 
had done. It also called for the reduction in regional imbalances 
and inequalities, For this purpose, it advocated that transport 
facilities, power and other facilities should be provided in 
backward regions. 


As compared to the 1948 Resolution, the 1956 
Resolution considerably enlarged the area of operation of 
the public sector as the exclusive responsibility of the State 
was enlarged from 6 to 17 industries (Schedule A). In 
addition, another category including 12 industries (Schedule 
B) was defined where the State could participate on an 
increasing scale. However, the 1956 Resolution dropped 
the ‘threat’ of nationalisation that the 1948 Resolution 
contained and the division of industries in different categories 
was more flexible in the former as compared to the latter. 
The fact is that the basic objective of both the Resolutions 
was the same — strengthening the mixed economy structure 
of the country. 


Industries (Development and Regulation) Act, 1951 


To control and regulate the process of industrial 
development in the country, an Act was passed by the 
Parliament in October 1951. Known as the Industries 
(Development and Regulation) Act, 1951, the Act came into 
force on May 8, 1952. The objectives that the Act sought 
to accomplish were: (i) the regulation of industrial investment 
and production according to plan priorities and targets; 
(ii) protection of small entrepreneurs against competition 
from large industries; (iii) prevention of monopoly and 
concentration of ownership of industries; and (iv) balanced 
regional development with a view to reducing disparities in 
the levels of development of different regions of the economy. 


1. Restrictive Provisions. Under this category come 
all measures designed to curb unfair practices adopted by 
industries. These provisions were as follows: (i) Registration 
and licensing of industrial undertakings — Undertakings 
of all those industries which were included in the schedule 
of the Industries (Development and Regulation) Act, 1951, 
were required to be registered whether they come under the 


. private sector or the public sector. Even if the existing 


undertakings intended expanding their activities, they required 
prior permission of the government; (ii) Enquiry of 
industries listed in the schedule — The responsibility of 
the State did not end with the registration or granting of 
licences to the undertakings. If the working of a particular 
industrial unit was not satisfactory (say, for example, there 
was substantial underutilisation of capacity or product was 
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not up to the mark or cost of production and price were 
excessive), the government could set up an enquiry into the 
affairs of the particular undertaking; and (iii) Cancellation 
of registration and licence — If a particular industrial 
undertaking had succeeded in obtaining industrial licence 
and registration by submitting wrong information, the 
government could cancel the registration under article 10(A) 
of the Act. In the same way, the government could cancel 
the licence if the undertaking was not set up within the 
stipulated period. 


2. Reformative Provisions. In this category, following 
provisions were considered: (i) Direct regulation or control 
by the government — If the government felt that a particular 
industry was not being run satisfactorily, it could issue 
directions for carrying out reforms. If these directions were 
not heeded to, the government could take over the management 
and control of that unit in its hands; (ii) Control on price, 
distribution, supply, etc. — The government was empowered 
in the Act to regulate or control the supply, distribution and 
price of the product manufactured by units belonging to the 
industries listed in the schedule of the Act, if it so wished; 
and (iii) Constructive measures — To inspire mutual 
confidence and elicit cooperation from the workers, the 
government established Central Advisory Council and a 
number of Development Councils for different products. 


In the initial stages, 37 industries (specified under the 
Act) were brought under the purview of the Act which was 
later extended to include 70 industries. Of these specified 
industries, only those units were brought under the Act 
where the capital employed was { 1 lakh or more. The 
exemption limit was subsequently increased in stages to 
X 1 crore in 1970 and to Ẹ 3 crore in 1978 and further to 
<~ 5 crore later on. The government announced a major 
package of industrial delicensing during the year 1988-89. 
This package provided that henceforth, only projects involving 
an investment in fixed assets of more than Ẹ 50 crore, if 
they are located in backward areas, or more than Ẹ{ 15 crore 
if they are located in non-backward areas would require 
industrial licences. 





REVIEW OF PRE-1991 INDUSTRIAL 
POLICY AND LIBERALISATION TRENDS 


The actual operation of the industrial policy (particularly 
the industrial licensing policy) has been a subject of much 
debate and criticism. Several studies on the implementation 
of the licensing policies and the functioning of the industrial 
approval system pointed out a number of flaws and 
deficiencies. Reports of the various Committees and 
Commissions appointed by the government itself (Monopolies 
Enquiry Commission in April 1964, Dr. R.K. Hazari in 1965 


and Dutt Committee in 1967) pointed out that the licens, 
policy had failed to achieve its objectives. In many ma, 
the results were just the opposite of what the LoVernmeny 
had planned. The main points of criticism have been i 
follows: 

1. Licensing and underutilisation of capacit, 
Licensing was supposed to ensure creation of Capacities 
according to plan priorities and targets. However, no clea 
priorities for private sector were laid down in plans and 
therefore the private sector chose those industries why) 
appeared more profitable. In many cases, these industrie 
happened to be luxury industries and frequently they als 
satisfied the technical curiosity of the DGTD (Directorate 
General of Technical Development) and were, therefore 
granted licenses in defiance of the needs of essential industries 
producing commodities for mass consumption. 


The grant of a licence to an enterprise was no guarantee 
that the production capacity permitted would actually be 
installed. The government had the right to take away a 
licence only several years later. Because of this fact, capacity 
created, in some cases, was less than allowed. Many 
industries (especially those belonging to the large monopoly 
houses) indulged in such practices to restrict output and 
raise prices. Since the government had no guarantee that 
the licensed capacity would actually be installed within the 
stipulated time, it adopted the practice of granting licences 
for capacities far in excess of the plan targets, from the end 
of the Second Plan. In those cases where actual 
implementation was larger than expected (as, for example. 
in the case of paper industry, cement industry and ceramic 
production) a sizeable unutilised capacity appeared. In 
some cases, overlicensing of an industry deterred the 
licencees from implementing their full licensed capacities 
for fear of excessive capacity creation in the industry. As 
a consequence of this, industries overlicensed in the Third 
Plan were marked by underfulfillment of capacity. 


2. Licensing and concentration of economic powe". 
As noted by Aurobindo Ghosh, in India: “It is industrial 
licensing which limits the areas of private investment an 
also determines entry into specific industries. The total 
volume of licensable private investment is normally (though 
not always) fixed in relation to the total Plan target ° 
private investment in industry. This generally holds true ° 
licensing in particular industries also, i.e., in correspondence? 
with Plan targets of capacity in specific industries. In such 
a situation, oligopolistic rivalry proceeds principally through 
competition for investment opportunities at the stage ° 
entry into the industry itself’.! This explains the behaviow 
of the large industrial houses in India who sought “P’© 
emption of investment opportunities” through acquiring 
as much industrial licences as possible thereby ensuring 
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an increasing share of new capacities created on the one 
hand, and on the other hand keeping out potential rivals. 
3. Discretionary powers of licensing authorities. 
Martinussen has pointed out that because of the considerable 
discretionary powers vested in the regulatory agencies, the 
whole system tended to Promote c | 


aa orruption, rent-seeking 
and discrimination based on Personalistic relationships. 
In this context, Martinussen emphasises two features of 


the formal bureaucratic institutions functioning in India: 
First, “although separated from the rest of society by 
effective socialisation processes and specific rules which 
govern their behaviour, government Officials often remain 
loyal to outside social networks. They are inclined in 
general to favour members of their own social network.” 
Second, “the individual government official at higher levels 
of the hierarchy is vested with considerable discretionary 
powers in his discharging of administrative functions. This 
has increased the scope for outside influence and for 
discrimination based on personalistic relationships.’ 


Because of the loyalty to outside social networks and 
personalistic relationships, a strong nexus between high 
government officials and managers of large industrial houses 
emerged in this country. As a result, the actual functioning 
of the industrial approval system in India favoured large 
industrial houses. 


4. Licensing and regional imbalances. One of the 
avowed objectives of industrial licensing policy was the 
reduction in regional inequalities and imbalances. However, 
the actual operation of this policy has accomplished just 
the opposite — it tended to increase regional inequalities. 
As noted by the Dutt Committee, the four industrially 
advanced States of Maharashtra, Gujarat, West Bengal and 
Tamil Nadu benefited the most from the operation of this 
policy. For example, in the decade 1955-65, these four 
industrially advanced States accounted for 59.3 per cent of 
the applications and 62.42 per cent of the licences approved. 
On the other hand, the poor States of Bihar, Orissa, Uttar 
Pradesh and Madhya Pradesh received only 15.5 per cent 
of total licences approved. These trends continued in later 
years also. For instance, during the thirteen year period 
1979 to 1992, the four industrially advanced States of 
Maharashtra, Gujarat, Tamil Nadu and West Bengal received 
46.4 per cent of total licences issued whereas the combined 
Share of Bihar, Orissa, Madhya Pradesh and Uttar Pradesh 
was only 16.2 per cent.’ - 

5. Delays in processing of applications. Iwo 
developments ii sionificantly to the burden on both the 
regulatory authorities and the private entrepreneurs. On the 
one hand, the coverage and degree of detail of the regulations 
Was increased significantly (for instance, an amendment to 
the IDR Act in 1953 made it compulsory for companies to 
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obtain a licence for the production of any ‘new article’ 
while in 1956 industria] activity and products were defined 
in much greater detail, thus adding to the number of 
permissions required), while on the other hand, industrial 
growth and diversification increased the scarcity of resources 
allocated administratively. The outcome was increasing 
delays in the processing of applications. Moreover, the 
Licensing Committee worked in a very haphazard and ad 
hoc manner and there were no definite criteria adopted for 
acceptance or rejection of applications. This lack of explicit 
economic criteria was accompanied by the generally poor 
quality of techno-economic examinations conducted by the 
Directorate General of Technical Development (DGTD) 
which also took an unnecessarily long time for disposing of 
cases and submitting its recommendations to the Licensing 
Committee. All these factors impeded industrial growth. 


The Liberalisation Trends 


Because of the above criticisms indicating the failure 
of the industrial licensing policy in achieving its objectives, 
the Government of India announced a number of liberalisation 
measures in the Industrial Licensing Policy announced in 
1970, 1973 and 1978. In 1980, the government came 
forward with an Industrial Policy Statement which served 
as a guideline to various liberalisation measures undertaken 
all through the 1980s. Some of these measures were as 
follows: 


1. Exemption from Licensing. The limit of exemption 
from licensing was continuously raised upwards. In March 
1978, the limit was fixed at = 3 crore. During 1980s, it was 
first raised to %5 crore in 1983 and then to a whopping 
X 15 crore for projects located in non-backward areas and 
X 50 crore for projects located in backward areas in 1988- 
89 (under certain conditions). 


2. Relaxations to MRTP and FERA Companies. 
Under the pretext of expanding industrial production and 
promoting exports, various concessions were provided to 
companies falling under the MRTP Act (Monopolies and 
Restrictive Trade Practices Act) and FERA (Forei gn Exchange 
Regulation Act). The most important relaxation related to 
the raising of the limit for MRTP companies from = 20 
crore to ~ 100 crore (i.e., by five times) at one stroke in 
March 1985. In May 1983, the government notified that 
MRTP companies are eligible to set up, without the approval 
of the government, new capacities in industries of high 
national importance or industries with import substitution 
potential or those using sophisticated technology. On 
December 24, 1985, the government permitted the 
unrestricted entry of large industrial houses and companies 
governed by FERA into 2] high-technology items of 
manufacture. With this permission, the large industrial houses 
falling within the purview of the MRTP Act and FERA 
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companies were allowed to freely take up the manufacture 
of 83 items. The government specified a list of 33 broad 
groups of industries under Appendix | in which MRTP and 
FERA companies were permitted to set up capacities, 
provided the concerned items are not reserved for the 
small-scale or public sectors. Various other concessions 
like regularisation of excess capacity and capacity re- 
endorsement, facilities to set up industries in backward 
areas etc. were also granted to MRTP and FERA companies.’ 


3. Delicensing. With a view to encouraging production, 
the government delicensed 28 broad categories of industries 
and 82 bulk drugs and their formulations. For these industries, 
only registration with the Secretariat for Industrial Approvals 
was now required: no licence had to be obtained under the 
Industries (Development and Regulation) Act. This was 
subject to the conditions that the undertakings concerned 
do not fall within the purview of the Monopolies and 
Restrictive Trade Practices (MRTP) Act or the Foreign 
Exchange Regulation Act (FERA), that the article of 
manufacture was not reserved for the small-scale sector 
and that the undertaking concerned was not located within 


specified urban locales. During 1989-90, some more industries 
were delicensed. 


4. Re-endorsement of Capacity. With a view to 
improving capacity utilisation in industries, the government 
announced a scheme of capacity re-endorsement in April, 
1982. During 1986, this scheme was liberalised to allow 
undertakings which had achieved 80 per cent capacity 
utilisation (as against 94 per cent earlier) to avail of the 
facility. The re-endorsed capacity was to be calculated by 
taking the highest production achieved during any of the 
previous five years plus one-third thereof. The undertakings 
which were able to achieve capacity utilisation equal to the 
re-endorsed level were to get further re-endorsement 
according to the highest production achieved in subsequent 
years. The number of industries for which automatic re- 
endorsement of capacity was not available was reduced 
from 77 to 26. With a view to encourage modernisation, 
renovation, replacement, etc., the government announced 
in 1986 exemption from licensing requirements of increases 
up to 49 per cent over licensed capacity. 


5. Broad-banding of Industries. The scheme of 
broad banding of industries was introduced in 1984. This 
implied classification under broad categories — of two- 
wheelers, four-wheelers, tractors, as well as machinery 
for fertilisers, pharmaceuticals, and paper and pulp etc., 
into generic categories. Thus, to take one example, cars, 
jeeps, light, medium and heavy commercial vehicles, etc., 
were clubbed together into the generic category of “four- 
wheelers”. This measure was intended to enable the 
manufacturers to change their product-mix rapidly to match 


changes in demand patterns without incurring procedury 
delays and other costs associated with seeking amendment, 
to their industrial licences. Broad-banding was extendeq in 
stages to cover 45 broad industry groups. 


6. Minimum Economies of Scales of Operation, 
Another important concept introduced in the field of industria] 
licensing was that of minimum economic level of operation 
This was introduced in 1986. The idea was to ENCOUTage 
realisation of economies of scale by expansion of existing 
installed capacities of undertakings to minimum economic 
levels of operation. With this end in view, minimum economic 
capacities (MECs) were specified for 108 industries til 
1989. Expansion of existing installed capacities wag 
encouraged upto these MECs if they fell short of the latter 
During 1989-90, MECs were specified for some more 
industries. 


7. Development of Backward Areas. For promoting 
the development of backward areas, the government extended 
the scheme of delicensing in March 1986 to MRTP/FERA 
companies in respect of 20 industries in Appendix | for 
location in centrally declared backward areas. The scheme 
was later extended to 49 industries for location in any 
centrally declared backward area and to 23 non-Appendix- 
I industries for location in category ‘A’ backward districts. 
The conditions permitting MRTP and FERA companies to 
establish non-Appendix I industries in backward districts 
were also liberalised. 


8. Incentives for Export Production. Various 
concessions were announced by the government in its 
industrial policy and export-import policy from time to time 
to promote the expansion of exports. As mentioned earlier, 
MRIP and FERA companies were permitted (outside the 
Appendix I industries) if the product was predominantly for 
export. With a view to providing fillip to production 1n 
industries of high national priority and/or those meant 
exclusively for export, the government introduced Section 
22-A in the MRTP Act whereby it could notify industries or 
services to which Sections 21 and 22 of the Act would not 
apply. In October 1982, all 100 per cent export-oriented 
industries set up in the Free Trade Zones were exempted 
from Sections 21 and 22 of the Act. In addition, the 
government identified some industries which were specially 
important from export angle. These industries were allowed 
5 per cent automatic growth per annum, upto a limit of 25 
per cent ina plan period over and above the normal permissible 
limit for 25 per cent excess production over the authorise 
Capacity. 

9. Enhancement of Investment Limit for SSI Unils 
and Ancillary Units. As stated earlier, the July 1980 
Statement fixed the investment limit for small-scale industr!®’ 
at ¥ 20 lakh and for ancillary units at ¥ 25 lakh. In March 
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1985, these limits were enhanced to ¥ 35 Jakh and Ẹ 45 lakh 
respectively. For tiny units, the investment limit stood at 
¢2 lakh. These investment limits were raised subsequently. 
the MSMED Act, 2006, has fixed the investment limit for 


gmall-scale units to 4 5 crore for manufacturing enterprises 
and Z 2 crore for service enterprises. 


NEW INDUSTRIAL POLICY, 1991 

In line with the liberalisation measures announced 
during the 1980s, the government announced a New Industrial 
Policy on July 24, 1991. This new policy deregulates the 
industrial economy in a substantial manner. The major 
objectives of the new policy are “to build on the gains 
already made, correct the distortions or weaknesses that 
might have crept in, maintain a sustained growth in 
productivity and gainful employment, and attain international 
competitiveness.” In pursuit of these objectives, the 
government announced a series of initiatives in respect of 
the policies relating to the following areas: 


A. Industrial Licensing 

B. Public Sector Policy 

C. MRTP Act 

D. Foreign Investment and Technology 


A package for the Small and Tiny Sectors of industry 
was announced separately in August 1991 (already discussed 
in detail in Chapter 28). 


Abolition of Industrial Licensing 


Industrial licensing policy in India was governed by 
the Industries (Development and Regulation) Act, 1951. As 
we have discussed above, industrial licensing policy and 
procedures were liberalised considerably from time to time. 
Yet, the industrial licensing policy continued to be resented 
severely all along by the entrepreneurs as it led to unnecessary 
governmental and bureaucratic interference, delays in 
investment decisions, red-tapism, corruption, etc. Not only 
this, the industrial licensing policy was also unable to achieve 
the objectives laid down for it by the government. On 
account of these considerations, and in order to liberalise 
the economy and to enable the entrepreneurs to make 
investment decisions on the basis of their own commercial 
judgement, the 1991 industrial policy abolished industrial 
licensing for all but 18 industries. The 18 industries for 
Which licensing was kept necessary were as under -= coal 
and lignite; petroleum (other than crude) and its distillation 
Products; distillation and brewing of alcoholic drinks; sugar; 
animal fats and oils; cigars and cigarettes; asbestos and 
asbestos-based products; plywood and other wood-based 
Products: raw hides and skins and leather; tanned or dressed 
Urskins: motor cars; paper and newsprint; electronic 


aeroscape and defence equipment; industrial explosives; 
hazardous chemicals; drugs and pharmaceuticals; 
entertainment electronics; and white goods (domestic 
refrigerators, washing machines, air-conditioners, etc.). 
With the passage of time, most of these industries have also 
been delicensed. As of now, licensing is compulsory for 
only 5 industries. These are alcohol, cigarettes, specified 
hazardous chemicals, electronics aeroscape and defence 
equipment, and industrial explosives. In respect of delicensed 
industry, no approval is required from the government. 


Following the announcement of the New Industrial 
Policy, the DGTD (Directorate General of Technical 
Development) was abolished. According to Rakesh Mohan, 
“this must rank as one of the most important and 
consequential administrative decisions to be taken at the 
time” as it was the linchpin of the whole industrial ‘command- 
and-control’ system.® 


Public Sector’s Role Diluted 


The 1956 Resolution had reserved 17 industries for 
the public sector. The 1991 industrial policy reduced this 
number to 8: (1) arms and ammunition, (2) atomic energy, 
(3) coal and lignite, (4) mineral oils, (5) mining of iron ore, 
manganese ore, chrome ore, gypsum, sulphur, gold and 
diamond, (6) mining of copper, lead, zinc, tin, molybdenum 
and wolfarm, (7) minerals specified in the schedule to the 
atomic energy (control of production and use order), 1953, 
and (8) rail transport. In 1993, items 5 and 6 were deleted 
from the reserved list. In 1998-99, items 3 and 4 were also 
taken out from the reserved list. On May 9, 2001, the 
government opened up arms and ammunition sector also to 
the private sector. During 2014, private investment in rail 
infrastructure was allowed. At present only 2 industrial 
sectors are reserved for public sector. They are: (1) atomic 
energy, and (2) railway operations (excluding construction, 
operation and maintenance of certain works/projects like 
suburban corridor projects through PPP, high speed train 
Eales, dedicated freight lines, mass rapid transport systems, 
etc.).7 


The new industrial policy also states that the government 
will undertake review of the existing public enterprises in 
low technology, small-scale and non-strategic areas as also 
when there is low or nil social consideration or public 
purpose. Sick units will be referred to the Board for Industrial 
and Financial Reconstruction (or a similar body) for advice 
about rehabilitation and reconstruction. For enterprises 
remaining in the public sector, it is stated that they will be 
provided a much greater degree of management autonomy 
through the system of MOU (memorandum of understanding). 


The government has also announced its intention to 
offer a part of government shareholding in the public sector 
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€nterprises to mutual funds, financial institutions, the general 
public and the workers. A beginning in this direction was 
made in 1991-92 itself by divesting part of the equities of 
selected public sector enterprises. Over the period 1991-92 
to end-March 2017, the government raised ~ 2,47,383 
crore through this means. Receipts from disinvestment in 
the financial year 2017-18 amounted to 7 1,00,057 crore. 
The new industrial policy indicates the government’s intention 
to invite a greater degree of participation by the private 
sector in important areas of the economy. 


MRTP Limit Goes 


Under the MRTP Act, all firms with assets above a 
certain size (¥ 100 crore since 1985) were classified as 
MRTP firms. Such firms were permitted to enter selected 
industries only and this also on a case-by-case approval 
basis. In addition to control through industrial licensing, 
separate approvals were required by such large firms for 
any investment proposals. The government felt that this 
was having a deleterious effect on many large firms in their 
plans for growth and diversification. The new industrial 
policy therefore scrapped the threshold limit of assets in 
respect of MRTP and dominant undertakings. These firms 
are now at par with others, and do not require prior 
approval from the government for investment in the delicensed 
industries. The MRTP Act has accordingly been amended. 
The amended Act gives more emphasis to the prevention 
and control of monopolistic, restrictive and unfair trade 
practices so that consumers are adequately protected from 
such practices. 


Freer Entry to Foreign Investment and 
Technology 


As in the case of domestic industrial investment, 
foreign investment has also been traditionally regulated in 
India. In the case of both foreign technology agreements 
sought by Indian firms as well as foreign investment, it was 
necessary to obtain specific prior approval from the 
government for each project. It was argued that this caused 
undue delays and government interference and also hampered 
business decision-making. Therefore, the new industrial 
policy prepared a specified list of high technology and hi gh- 
investment priority industries (listed in Annexure III) wherein 
automatic permission!® was to be made available for direct 
foreign investment upto 51 per cent foreign equity. The 
industries in which automatic approval was granted included 
a wide range of industrial activities in the capital goods and 
metallurgical industries, entertainment electronics, food 
processing, and the services sectors having significant 
export potential. Besides, these included a number of other 
industries which are important for the rapid growth of the 
economy. The limit was subsequently raised from 51 per 


cent to 74 per cent and then to 100 per cent for Many of 
these industries. Presently FDI (Foreign Direct Investment 
is permitted for most activities and a small negative list has 
been notified where either the automatic route is not available 
or there are limits on FDI. For details regarding steps taken 
to promote foreign investment and technology in the period 
since 1991 please refer to the chapter on ‘Foreign Capital 
and Aid.’ 


Other Liberalisation Measures 


1. Industrial location policy liberalised. Ina departure 
from the earlier locational policy for industries, the new 
industrial policy provided that in locations other than cities 
of more than 1 million population, there will be no requirement 
of obtaining industrial approvals from the Centre, except 
for industries subject to compulsory licensing. In cities 
with a population of more than 1 million, industries other 
than those of a non-polluting nature, were required to be 
located outside 25 kms of the periphery. 


Major amendment in the industrial location policy was 
effected during 1997-98. The requirement of obtaining 
industrial approvals from the Central government (except 
for the industries under compulsory licensing) for establishing 
units at locations not falling within 25 kms of the periphery 
of cities having a population of more than 1 million was 
dispensed with. However, notified industries of a non- 
polluting nature such as electronics, computer software 
and printing, may be located within 25 kms of the periphery 
of cities with more than 1 million population. Other industries 
are permitted only if they are located in designated industrial 
areas set up prior to July 25, 1991. Zoning and Land-use 
Regulations as well as Environment Legislation continue to 
regulate industrial locations. 


2. Abolition of Phased Manufacturing Programmes 
for new projects. To increase the pace of indigenisation in 
manufacturing, Phased Manufacturing Programmes have 
been in force in a number of engineering and electronic 
industries. The new industrial policy has abolished such 
programmes in future as the government feels that due to 
substantial reforms made in the trade policy and the 
devaluation of the rupee, there is no longer any need for 
enforcing the local content requirements on a case-by-cas¢; 
administrative basis. Various incentives that are currently 
available to manufacturing units with existing Phased 
Manufacturing Programmes will continue. 


3. Removal of mandatory convertibility clause. A 
large part of industrial investment in India is financed by 
loans from banks and financial institutions. These institutions 
have followed a mandatory practice of including ? 
convertibility clause in their lending operations for neW 
projects. This has provided them an option of converting 


A 
Scanned by CamScanner 


Industrial Policy 369 


part of their loans into equi 
management. Although this 
exercised, it has often been 
threat to private firms 
The new industrial p 
financial institutions 
convertibility clause. 


ty if felt necessary by their 
Option has not generally been 
a interpreted as an unwarranted 
_ takeover by financial institutions. 
olicy has provided that henceforth 
will not impose this mandatory 


APPRAISAL OF NEW 
POLICY 


INDUSTRIAL 


According to J.C. Sandesara, the new industrial policy 


Saa taise efficiency and accelerate industrial production 
in five different ways: !! 


l. A number of changes in industrial licensing policy, 
foreign investment, foreign technology agreements and 
MRTP Act are such as to do away with the prior clearance 
of the government. In such cases, project time and, therefore, 
project cost will be reduced. Material and human resources 
engaged in cultivating contacts and ‘getting things done’ 
will be released for more productive uses. Thus, efficiency 
will improve. 


2. The changes in respect of foreign investment and 
foreign technology agreements are also designed to attract 
capital, technology and managerial expertise from abroad. 
This will raise the availability of such scarce resources in 
the country on the one hand, and will improve the level of 
efficiency of production on the other hand. 


3. Some changes as regards public sector may 
enhance the ‘allocative efficiency’. Opening up of the areas 
so far reserved for the public sector to the private sector 
implies an opening for the sector which has, by and large, 
given a better account of itself. Closure, liquidation or 
rehabilitation etc. of sick/weak public sector units will free 
resources for more productive use. Similarly, privatisation 
may make for improved efficiency of the public sector, 
through its being subjected to the stock market discipline. 

4. Other measures in this area such as purposeful 
formulation and implementation of Memorandum of 
Understanding and its monitoring, professionalisation and 
greater autonomy may be expected to improve the 
performance of the enterprises that will remain in the public 
sector. | 

5. Greater emphasis in controlling and regulating 
Monopolistic, restrictive and unfair trade practices and = 
Strengthening of the powers of the MRTP a wi 
curb anti-competitive behaviour of firms in the eia rei 
oligopolistic and ineffectively competitive markets and thus 
promote competition and efficiency. 


However, the new industrial policy 1991 has invited 
scathing criticism from a number of quarters. The main 
points of criticism are as follows: 


1. Erratic and fluctuating industrial growth. As 
noted above, the new industrial policy considerably reduced 
the interventionist barriers to the entry of domestic and 
foreign investors, resulting in what has been proclaimed as 
a much more competitive environment in the industrial 
sector. It was hoped that this ‘much more competitive 
environment’ would, in itself, induce higher growth rates in 
the industrial sector. However, as discussed in Chapter 26, 
this has not happened. In fact, the rate of growth in the 
industrial sector declined in the post-reform period 
(particularly during the latter half of 1990s). For instance, 
the rate of growth of industrial production was only 5.0 per 
cent per annum during the period of the Ninth Plan (1997- 
98 to 2001-02) whereas it was 7.8 per cent per annum in 
the pre-reform decade (1980-81 to 1991-92). During 1990s 
as a whole (1990-91 to 1999-2000), the rate of growth of 
industry was only 5.7 per cent per annum. What is more, 
the post-1991 period witnessed erratic and fluctuating 
industrial growth rates in different years leading to conditions 
of instability and uncertainty. 

This suggests that “liberalisation per se has not been 
enough to ensure high rates of growth of investment and 
productive activity, and that other strategies may be necessary 
to encourage the ‘animal spirits’ of entrepreneurs.” 


2. Distortions in production structure. From the 
point of view of long-run industrial development, the most 
important group of industries is the group of capital goods 
industries. However, the rate of growth of this group of 
industries fell drastically from 9.4 per cent per annum 
during 1980s to only 4.7 per cent per annum over the Ninth 
Plan period. The rate of growth of capital goods industry 
turned negative in 2012-13, 2013-14 and 2015-16. This 
points to the distortions in production structure in the post- 
reform period. 


3. Threat from foreign competition. In the early 
euphoria of liberalisation, the private sector industrialists 
welcomed the new industrial policy 1991 but they soon 
came to realise that opening up the Indian economy to 
foreign competition meant more and cheaper imports, more 
foreign investment, opportunities to the MNCs (multinational 
corporations) to raid and takeover their enterprises, and 
worse, their inability to meet the challenge from MNCs due 
to their weak economic strength vis-a-vis the MNCs. In the 
new liberalised scenario that has emerged in the post- 
1991 reform phase, the Indian businessmen are facing 
unequal competition from MNCs. The ‘unequal competition’ 
stems from a number of reasons discussed in detail in the 
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Section on ‘Effects of Globalisation’ of Chapter 42 on 
“Globalisation and its Impact on the Indian Economy.” As 
Stated therein, the Indian enterprises suffer from ‘size 
disadvantages’ as they are just minuscules in comparison 
with MNCs; they have for long operated in a protectionist 
environment which promoted inefficiencies in production; 
the cost of capital to Indian business is much higher than 
for MNCs; they are very weak financially in comparison 
with MNCs; high, multiple and cascading indirect taxes — 
especially at the local level, where they are not applicable to 
foreign imports — result in making Indian goods 
uncompetitive; etc. 

4. Dangers of business colonalisation. The various 
measures to promote foreign investment contained in the 
new industrial policy and the various concessions to such 
investment announced in recent years have provided 
opportunities to MNCs to penetrate the Indian economy 
and gobble up Indian enterprises. Baldev Raj Nayar has 
pointed out three strategies adopted by the MNCs to penetrate 
the Indian economy through FDI (foreign direct 
investment).!? One, some foreign investors have bought off 
existing local brands alongwith their branded products with 
the aim of replacing such products with their own 
internationally known products, eliminating in the process 
the possibility of competition from the local products. Two, 
some foreign investors initially opted for joint ventures with 
Indian partners to gain easy foothold in the domestic industry 
but, once having consolidated their position, reduced the 
Indian partner to a subordinate position or simply ousted 
him. Thus, many Indian businessmen feel that MNCs simply 
use them as a ‘door-mat’ for entry and spread risk only to 
be dumped later. Three, some foreign investors, even as 
they started out with local partners in a joint venture, then 
went on to set up parallel 100 per cent subsidiaries of their 
own in the same field, which were then favoured with 
greater sources and more modern technology, rendering the 
joint venture uncompetitive and useless. The aggression 
which MNCs have shown to devour domestic enterprise 
has raised the dangers of business colonalisation. 


5. Misplaced faith in foreign investment. Various 
policy pronouncements of the government in recent years 
indicate that it expects foreign investment to help in 
technological upgradation of the industrial sector and push 
up export earnings. However, this faith in foreign investment 
is misplaced. As pointed out by H.K. Paranjape, none of 
the MNCs operating in this country has attempted to 
develop India as an important base for a significant part 
of its worldwide research and development work. Despite 
various tax concessions and incentives none of the 
multinationals tried to expand export markets. They 
undertook export activities only to the extent they were 


compelled to do so under export obligations, or When it 
was found necessary to do so in order to be able to earn 
foreign exchange for importing some of their essentia] 
requirements. 


Coming to the import of foreign technology, Paranjape 
again expresses some reservations. According to him, in 
the whole eagerness to import foreign technology, little 
attention seems to have been paid to the possibility that 
production and managerial technologies found more 
suitable in other countries may not necessarily prove to be 
the best in our circumstances. As correctly pointed out by 
him, one of the very purposes of India’s industrialisation ie 
to ensure that our very large manpower resources are 
effectively utilised. This implies the adoption of labour. 
intensive and capital-saving technologies in whichever areas 
it is feasible to do so. This may imply major readjustments 
in technologies that have developed in the labour-scarce 
and capital-abundant rich countries. This will not be an easy 
task.!4 


6. Personalistic relationships and corrupt practices 
continue to prevail. As stated earlier, the ‘licence permit 
raj’ of the pre-1991 period provided ample scope for rent- 
seeking as the entire operations of the industrial licensing 
policy were governed by personalistic relationships. According 
to John Dengbol-Martinussen while delicensing and 
deregulation has undoubtedly discouraged rent-seeking and 
corruption at the Central government level, these practices 
have continued and may have even increased at the State 
government level. This is due to the reason that while the 
number of interaction points between government officials 
and entrepreneurs have declined at the Union level, they 
have generally increased at the State level providing ample 
scope for continued interaction on a personalistic basis." 





NATIONAL MANUFACTURING POLICY 
Sipe acca ee O 


India’s recent economic growth has been due to a 
massive surge in the services sector with the manufacturing 
sector continuing to stagnate, contributing only 15-16 pe! 
cent of GDP. As against this, the manufacturing sector 1 
China accounts for about 42 per cent of GDP. In fact, 
India’s manufacturing sector is only about 13 per cent of 
that of China’s. It is now being increasingly recognised that 
unless India’s manufacturing sector picks up strongly, i 
will be difficult to sustain rapid economic growth on the 
one hand, and provide productive employment opportunities 
to the increasing labour force on the other hand. History of 
all developed countries, Asian Tigers (South Korea, Hong 
Kong, Singapore and Taiwan) and China shows that all © 
them have attained economic growth by focusing more O 
the manufacturing sector where output is more tangible and 
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